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INTERNATIONAL DEVELOPMENT ASSOCIATION 


FRIDAY, MARCH 18, 1960 
US. Senate, 


ComMITTEE ON Foreicn RELATIONS, 
Washington, D.C. 
The committee met, pursuant to call, at 10:35 a.m., in the Foreign 
Relations Committee room, room 4221, New Senate Office Building, 
Senator J. W. Fulbright (chairman) presiding. 
Present: Senators Fulbright (chairman), Green, Sparkman, 
Lausche, Church, Aiken, Carlson, Williams. 


CHAIRMAN’S OPENING STATEMENT 


The CHarrman. The committee will come to order. 

The hearing this morning is on S. 3074, which I introduced on 
February 19, 1960, and which provided for the participation of the 
United States in the International Development Association. 

(S. 3074 is as follows :) 


[S. 3074, 86th Cong., 2d sess.] 


A BILL To provide for the participation of the United States in the International 
Development Association 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


Section 1. This Act may be cited as the “International Development Associ- 
ation Act”. 
ACCEPTANCE OF MEMBERSHIP 


Sec. 2. The President is hereby authorized to accept membership for the 
United States in the International Development Association (hereinafter re- 
ferred to as the “Association”), provided for by the articles of agreement 
(hereinafter referred to as the “articles”) of the Association deposited in the 
archives of the International Bank of Reconstruction and Development. 


GOVERNOR, EXECUTIVE DIRECTOR, AND ALTERNATES 


Sec. 3. The Governor and Executive Director of the International Bank for 
Reconstruction and Development, and the alternate for each of them, appointed 
under section 3 of the Bretton Woods Agreements Act, as amended (22 U.S.C. 
286a), shall serve as Governor, Executive Director, and alternates, respectively, 
of the Association. 


NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND FINANCIAL 
PROBLEMS 
Sec. 4. The provisions of section 4 of the Bretton Woods Agreements Act, 


as amended (22 U.S.C. 286b), shall apply with respect to the Association to 
the same extent as with respect to the International Bank for Reconstruction 


1 
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and Development and the International Monetary Fund. Reports with respect 
to the Association under paragraphs (5) and (6) of subsection (b) of section 4 
of said Act, as amended, shall be included in the first report made thereunder 
after the establishment of the Association and in each succeeding report. 


CERTAIN ACTS NOT TO BE TAKEN WITHOUT AUTHORIZATION 


Sec. 5. Unless Congress by law authorizes such action, neither the President 
nor any person or agency shall, on behalf of the United States, (a) subscribe 
to additional funds under article III, section 1, of the articles; (b) accept any 
amendment under article [X of the articles; or (c) make a loan or provide 
other financing to the Association, except that loans or other financing may be 
provided to the Association by a United States agency created pursuant to an 
Act of Congress which is authorized by law to make loans or provide other 
financing to international organizations. 


DEPOSITORIES 


Sec. 6. Any Federal Reserve bank which is requested to do so by the Associa- 
tion shall act as its depository or as it fiscal agent, and the Board of Governors 
of the Federal Reserve System shall supervise and direct the carrying out of 
these functions by the Federal Reserve banks. 


PAYMENT OF SUBSCRIPTIONS 


Sec. 7. (a) There is hereby authorized to be appropriated, without fiscal year 
limitation for the subscription of the United States to the Association, 
$320,290,000. 

(b) For the purpose of keeping to a minimum the cost to the United States 
of participation in the Association, the Secretary of the Treasury, after paying 
the requisite part of the subscription of the United States in the Association 
required to be made under the articles, is authorized and directed to issue special 
notes of the United States from time to time, at par, and to deliver such notes 
to the Association in exchange for dollars to the extent permitted by the articles. 
The special notes provided for in this subsection shall be issued under the au- 
thority and subject to the provisions of the Second Liberty Bond Act, as 
amended, and the purposes for which securities may be issued under that Act 
are extended to include the purposes for which special notes are authorized 
and directed to be issued under this subsection, but such notes shall bear no in- 
terest, shall be nonnegotiable, and shall be payable on demand of the Associa- 
tion. The face amount of special notes issued to the Association under the au- 
thority of this subsection and outstanding at any one time shall not exceed, in 
the aggregate, the amount of the subscription of the United States actually paid 
to the Association under the articles. 

(c) Any payment made to the United States by the Association as a distribu- 
tion of net income shall be covered into the Treasury as a miscellaneous receipt. 


JURISDICTION AND VENUE OF ACTIONS 


Sec. 8. For the purpose of any action which may be brought within the United 
States, its possessions, or the Commonwealth of Puerto Rico, by or against the 
Association in accordance with the articles, the Association shall be deemed to be 
an inhabitant of the Federal judicial district in which its principal office in the 
United States is located, and any such action at law or in equity to which the 
Association shall be a party shall be deemed to arise under the laws of the 
United States, and the district courts of the United States shall have original 
jurisdiction of any such action. When the Association is a defendant in any 
such action, it may, at any time before the trial thereof, remove such action 
from a State court into the district court of the United States for the proper 
district by following the procedure for removal of causes otherwise provided 
by law. 

STATUS, IMMUNITIES, AND PRIVILEGES 


Sec. 9. The provisions of article VII, section 5(d), and article VIII, section 
2 to 9, both inclusive, of the articles shall have full force and effect in the United 
States, its possessions, and the Commonwealth of Puerto Rico, upon acceptance 
of membership by the United States in, and the establishment of, the Association. 
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The CHarrman. The bill was submitted to the Congress by the 
President on February 18, 1960. The message from the President 
and the special report of the National Advisory Council on Inter- 
national Monetary and Financial Problems, together with the articles 
of agreement of the International Development Association, are 
printed in House Document 345, copies of which are before members 
of this committee. 

Much of the credit for the legislation before us for consideration 
belongs to the junior Senator from Oklahoma, Mr. Monroney, whose 
name 1s attached to the resolution which stimulated the discussion that 
culminated in the International Development. Association. 

I may say that originally this subject was considered in the Bank- 
ing and Currency Committee. It is therefore with particular pleas- 
ure that I welcome the Senator as our first witness this morning. He 
will be followed by Assistant Secretary of the Treasury Upton, and 
the Under Secretary of State, Mr. Dillon. 

On Monday, March 21, the remaining witnesses will be heard. 

Before the first witness starts, I will ask that the text of Senate 
Resolution 264 be printed in the record at this point. 

(S. Res, 264 is as follows :) 


[S. Res. 264,1 85th Cong.] 


Resolwed, That, recognizing the desirability of promoting a greater degree of 
international development by means of multilateral loans based on sound eco- 
nomic principles, it is the sense of the Senate that prompt study should be given 
by the National Advisory Council on International Monetary and Financial 
Problems with respect to the establishment of an International Devlopment As- 
sociation, as an affiliate of the International Bank for Reconstruction and 
Development. 

In order to achieve greater international trade, development, and economic 
well-being, such study should include consideration of the following objectives: 

(1) Providing a source of long-term loans available at a reasonable rate 
of interest and repayable in local currencies, or partly in local currencies, to 
supplement International Bank lending activities and thereby permit the 
prompt completion of worthwhile development projects which could not 
otherwise go forward. 

(2) Facilitating, in connection with such loans, the use of local and 
other foreign currencies, including those available to the United States 
through the sale of agricultural surpluses and through other programs. 

(3) Insuring that funds for international economic development can be 
made available by a process which would encourage multilateral contribu- 
tions for this purpose. 


Senator Monroney, we are very pleased to have you, since you are 


the father of this legislation. I hope it has a very long and lusty life. 
You may proceed. 


STATEMENT OF HON. A. S. MIKE MONRONEY, A U.S. SENATOR FROM 
THE STATE OF OKLAHOMA 


Senator Monroney. Thank you, Mr. Chairman and members of the 
committee, I sincerely appreciate your invitation to appear as the first 
witness on the bill to authorize the President to accept membership for 
the United States in the International Development Association. 

I also wish to thank you for the promptness with which you have 
moved to take up the consideration of this authorizing legislation. I 
most strongly recommend that the committee favorably report the bill. 


1Monroney resolution. 





INTERNATIONAL DEVELOPMENT ASSOCIATION 


STUDY OF THE NATIONAL ADVISORY COUNCIL 


As the members of the committee, and particularly its distinguished 
chairman, are well aware, the International Development Association 
is the result of a study by the National Advisory Council on Interna- 
tional Monetary and Financial Problems, undertaken in response to 
Senate Resolution 264 of the 85th Congress, which was introduced by 
me on February 24, 1958. 

Under the practice then current in the Senate, the resolution was 
referred to the Committee on Banking ond Currency, and hearings 
were held in March of 1958 by the Subcommittee on International 
Finance, of which I was then chairman. The resolution was amended 
and then favorably reported to the Senate by the full Committee on 
Banking and Currency on July 12, 1958. 


FAVORABLE VOTE BY SENATE ON S. RES, 264 


The extent to which members of this committee were consulted in 
preparing the resolution to be reported and their attitude toward the 
proposal is best indicated by the fact that when reported to the Sen- 
ate floor, the distinguished chairman, now chairman of the Foreign 
Relations Committee, and five members of this committee were listed 
as cosponsors. The resolution was extensively discussed on the Sen- 
ate floor and adopted on July 23, 1958, by a vote of 62 to 25. 


OBJECTIVES OF THE IDA 


The resolution recognized the desirability of promoting a greater 
degree of international development by means of multilateral loans. 
It called on the National Advisory Council to study the feasibility of 
an International Development Association as an affiliate of the Inter- 
national Bank for Reconstruction and Development, keeping in mind 
the following objectives: 

(1) Providing a source of long-term loans repayable wholly or 
partly in local currencies to supplement the World Bank’s lend- 
ing activities and permit consideration of projects which might 
not otherwise be financed; 

(2) Facilitating the use of local currencies, including those 
foreign currencies available to the United States through the sale 
of agricultural surpluses; and 

(3) Most importantly, insuring that the funds for economic 
development be made available through a process which would 

encourage multilateral contributicns to this effort. 


DEVELOPMENT OF THE IDEA BY SECRETARY ANDERSON AND UNDER 
SECRETARY OF STATE DILLON 


It is perhaps IDA’s best recommendation that Secretary Anderson 
and Under Secretary of State Dillon, the two men who have been 
largely responsible for the development of the proposal before you 
today, expressed in their initial comments to the Committee on Bank- 
ing and Currency considerable skepticism as to its feasibility. That 
they now appear as its advocates is evidence both of the soundness of 
the proposal and of their own objectively in analyzing it. 
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Let me say further, there would not have been an IDA had it not 
been for the efforts made by Secretary Anderson and Under Secretary 
of State Dillon. Well before consideration of IDA by the World 
Bank, they undertook to stimulate support among both the nations that 
will supply the capital and those who perhaps will be applying for 
loans under its provisions. 

Both of these men spent many months traveling overseas to other 
international meetings, such as that of the International Monetary 
Fund, and took time out to go around to talk to the finance ministers 
of various other countries and get their views. 


ARTICLES OF AGREEMENT 


It is not my intention to deal in any detail with the provisions of 
the articles of agreement, which the bill before you would authorize 
our Government to accept, because you will hear other witnesses bet- 
ter qualified to perform this service. I have studied these articles 
of agreement and have followed as best I could the consultations with 
other governments which led to their submission by the executive 
directors of the International Bank. I regard the articles as an 
impressive accomplishment. 

There are provisions of the articles of agreement which are different 
from those I would have preferred. I believe that the same thing 
could be said by Secretary Anderson and Under Secretary Dillon, 
and also by the representatives of every other sovereign nation who 
participated in their drafting. 

The articles are necessarily the result of compromise and consulta- 
tion between nations with differing points of view on specific ques- 
tions of organization and operation. I believe, however, that the 
committee will conclude after these hearings that these compromises 
sacrificed none of the basic objectives suggested by the Senate in 
Resolution 264. 

PROMPT ACTION URGED 


I would respectfully suggest to this committee that the initiative in 
this matter originally having come from the Senate, and the United 
States having proposed the Association to the other members of the 
Bretton Woods institutions, it is extremely important that the Senate 
and the Congress not only act favorably but act promptly if this use- 
ful institution is to become a reality. 


PURPOSE OF THE IDA 


The International Development Association was proposed in the 
conviction that the economic growth of less-developed nations is not 
the sole responsibility of the United States, but the mutual responsi- 
bility of all free nations to the extent of their capability to contribute 
to that development; that such mutuality of effort, such sharing of a 
common burden, can only be achieved through an international finan- 
cial institution; that existing institutions are not sufficiently flexible 
to meet the world’s pressing needs. It was conceived in a spirit of 
optimism and responsible generosity. 

Joined in this conviction, administered in this spirit, I sincerely be- 
lieve that it will contribute to a world in which man is at peace with 
his neighbor and his conscience. 





6 INTERNATIONAL DEVELOPMENT ASSOCIATION 


I thank you, Mr. Chairman. 

The Cuarrman. Thank you very much, Senator Monroney. Do you 
feel that the size of this organization’s resources as proposed in this 
legislation is adequate ? 


MEASURES FOR ADDING TO INITIAL CAPITAL OUTLAY 


Senator Monroney. As the distinguished chairman and members 
of the committee know, I had hoped that the capital in hard currency 
would be somewhere in the neighborhood of $2 billion instead of the 
$1 billion that is provided in the charter. However, I believe that you 
would have had no international agreement if it had been required 
that $2 billion be put up by the nearly 70 member nations of the 
World Bank. 

This difficulty of lack of initial capital, I believe, is compensated 
for by the provision in the charter which will allow the more pros- 
perous nations to contribute in excess of their required quotas, which 
are in the same percentage as their quota membership in the World 
Bank. These nations, who are richer now than they were when the 
World Bank was formed, can purchase debentures or can make capi- 
tal injections for specific purposes and for specific loans from their 
— funds which they can choose to deposit with the World 

ank., 


VOTING RIGHTS NOT INCREASED BY ADDITIONAL CAPITAL INVESTMENT 


We have an excellent situation, I think, in that the voting rights 
are not going to be dominated by the United States because we have 
doubled or trebled our capital investment in IDA. It still will retain 
its international complexion where nearly 70 members of the World 
Bank have the same voting rights ny the subsidiary IDA) that they 
traditionally have had in the World Bank. The richer nations can 
add additional capital as it is found to be needed without increasing 
their voting rights. 

Obviously, it is not all going to be needed the first year or the first 
year and a half. 

The Cuarmman. You note, of course, that this money must be raised 
by appropriations rather than by borrowing ? 

Senator Monroney. Yes. 

The Cuatrman. You feel optimistic about obtaining these author- 
ized appropriations from the Congress? 


INTERNATIONAL RATHER THAN BILATERAL LENDING 


Senator Monroney. I would feel that if we look at the long pull 
of the continuing requirement for development aid, this will offer a 
great opportunity for a businesslike handling of true international 
lending rather than the huge grants-in-aid or even a larger amount 
of bilateral lending necessary if the United States had to go it alone 
In other words, in this project we have the help of 67 parties, each 
contributing what it can. 

It marks a departure since it provides a mechanism which can per- 
haps grow to supplant the huge load that Uncle Sam has had to carry 
almost alone since the end of World War II. It can help to spread 
that load to the other nations who are members of the World Bank. 
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These members can provide some of the capital and take some of the 
responsibility for the necessary development in these underdeveloped 
areas. 

The Cuarrman. Senator Green, do you have questions? 

Senator Green. No; I have no questions. I am sorry to have been 
late and I have not heard all of the testimony. 

The Cuartrman. Senator Aiken. 

Senator Arxen. No. 

The Cuarrman. Senator Sparkman. 


SPACING CAPITAL INVESTMENT 


Senator Sparkman. Probably this question should be put to one of 
the later witnesses, but I notice section 7 says, “There is hereby author- 
ized to be appropriated without fiscal year limitations for the sub- 
scription of the United States to the association, $320,290,000.” 

I wonder over how long a time that appropriation is contemplated ? 
In other words, is it anticepeted that all of that will be made the first 
year by the United States? Will that be a downpayment? 

Senator Monroney. No; it is divided. The United States pays a 
certain amount in the first year. It is carried in the report. The 
initial U.S. subscription payment in 1961 will total $73,666,700. 

Senator Sparkman. I see that now. 

Senator Monroney. The figure you gave is the total through 1965. 

Senator Sparkman. Yes; I had not seen the breakdown in the 
report. Itis given on page 7 of the report. 

Senator Monroney. Yes; and this will allow us to space our capital 
investment in the stock and the capital of the International Develop- 
ment Association. 

Senator Sparkman. Mr. Chairman, I would like to suggest that 
the table given on page 7 be printed as part of the hearings, because 
I think it is clarifying. 

The CuHatrMAN. Ail right. The reporter will do that. 

(The table referred to follows :) 


TaBLE.—International Development Association: U.S. subscription payments 
[In U.S. dollars] 


10 percent 90 percent Total 
Installments and fiscal years portion portion 


(1) (2) (3) 


1$16, 014,500 | 3 $57, 652, 200 5 $73, 666, 700 

2 4,003, 625 4 57, 652, 200 6 61, 655, 825 

3 4, 003, 625 4 57, 652, 200 # 61, 655, 825 

= 2 4, 003, 625 4 57, 652, 200 6 61, 655, 825 
° 2 4, 003, 625 4 57, 652, 200 6 61, 655, 825 


288, 261, 000 320, 290, 000 


1 50 percent of 10 percent portion (5 percent of total subscription) payable within 30 days after date on which 
Association begins operations, or on date on which original member becomes a member, whichever is later. 

212% percent of 10 percent portion (14% percent of total subscription) payable 1 year after beginning of 
operations of Association, and at annual intervals thereafter until 10 percent portion fully paid. 

320 percent of 90 percent portion (18 percent of total subscription) payable within 30 days after date on 
ie Association begins operations, or on date on which original member becomes a member, whichever 

ater. 

4 20 percent of 90 percent portion (18 percent of total subscription) payable 1 year after beginning of opera- 
tions of Association, and at annual intervals thereafter until 90 percent portion fully paid. 

5 23 percent of tota] subscription (5 percent plus 18 percent). 

619% percent of total subscription (144 percent plus 18 percent). 
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Senator Sparkman. That is all I have. 

The Cuarrman. Senator Carlson. 

Senator Carson. No questions. 

The Cuarrman. Senator Lausche. 

Senator Lauscue. No questions. 

The Cuarrman. Senator Church. 

Senator Cuurcu. Mr. Chairman, I just want to make a comment 
that I think Senator Monroney has put us all on the spot. When 
we are called upon to do this or to do that in the Senate, how often 
we seek refuge in the assertion that we are just one of a hundred and 
it is exceedingly difficult for one man to accomplish what he is called 
upon to do. I think that the Senator from Oklahoma has demon- 
strated how much one man can accomplish. I think that it is a great 
tribute to him and it is also a highly gratifying thing when a Member 
of the Senate can take this kind of action, followed by a resolution 
of the Senate which provides the stimulus, and then to see the execu- 
tive branch come forward in the kind of constructive and cooperative 
way that has occurred in this instance. 

Certainly both Secretary Dillon and Secretary Anderson deserve 
much credit in this regard, but here is a demonstration of how this 
Government can move forward in a very critical field, and I want to 
commend the Senator from Oklahoma for the leadership role that he 
has played in this very important matter. 

Senator Monroney. I thank my colleague for those compliments, 
but there were many, many men in the Senate in both parties working 
to achieve this. Tome delicate situations would have been uncon- 

uerable had it not been for members of the Banking and Currency 

ommittee, on the majority and minority side of the aisle. The dis- 
tinguished chairman and the Senator from Idaho helped us get this 
thing wrapped up and focused. One should not expect any unusual 
recognition. It was a group of many, many people working to achieve 
this end. I thank the Senator, however, for his kind words. 

The Cuatrman. Any further questions? 

I thank the Senator from Oklahoma. 

Senator Monroney. I thank the chairman. 

The Cuarrman. I might comment in that last respect that the DLF 
also had its origin largely in the Congress. 

Senator Cuurcn. That is so, Mr. Chairman. 

The CuHatrmMan. We hope sometime the executive branch will show 
some initiative. 

Senator Monronty. Yes, sir. 

The Cuarrman. Mr. Upton. Mr. Upton is to present to the com- 
mittee a statement of the Secretary of the Treasury, Mr. Anderson. 
Mr. Anderson had a previous engagement and could not come, but 

* Mr. Upton is speaking for him and delivering to the committee a 
statement for the Secretary. 

Is that not correct, Mr. Upton? 

Mr. Upron. Yes, sir. 

The Carman, You may proceed, Mr. Upton. 
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STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
TREASURY—PRESENTED BY T. GRAYDON UPTON, ASSISTANT 
SECRETARY OF THE TREASURY 


Mr. Upron. Mr. Chairman, it is a great pleasure to hear Senator 
Monroney. The proposal which is before you results from his orig- 
inal suggestion. The articles of IDA represent the final outcome of 
extensive discussions and negotiations with representatives of the 68 
member countries of the International Bank during a period of ap- 
proximately 2 years since the Senator brought forward his suggestion. 

As you know, the IDA proposal was advanced greatly by Senate 
Resolution 264 of July 1958. The National Advisory Council under- 
took its study on the basis of this resolution and we believe that the 
proposal submitted to you carries out the intention of the Senate in 
passing this resolution. 

Secretary Anderson regrets greatly he cannot be with you this 
morning. He has asked me to read his statement to the committee, 
and I shall be happy to answer any questions, and Secretary Ander- 
son wishes to assure the committee that he will be available to answer 
additional questions from the committee at a later date. 

I shall read Secretary Anderson’s statement. 

Mr. Chairman, the bill before you authorizes the President to ac- 
cept membership for the United States in the proposed International 
Development Association. It would also give the necessary author- 
ization, subject to later appropriation, of the funds necessary to pay 
yes ca initial subscription. I wholeheartedly support enactment of 
this bill. 


NEED FOR CAPITAL IN LESS DEVELOPED COUNTRIES 


The Congress and the President have on many occasions expressed 
the great interest of the United States in the economic advance of the 
less-developed countries. In these countries there is a large and un- 
satisfied demand for the capital goods needed for the development of 
their resources and the effective utilization of their labor forces. 
These resources in the less-developed countries of Asia, Africa, and 
Latin America cannot now be utilized effectively for lack of the 
capital equipment and industrial skill which would enable them to 
produce more efficiently. 

While economic progress in the less-developed countries must come 
in large part from their own efforts, they need outside assistance in 
financing their imports of capital goods. With increasing produc- 
tivity they will be in a better position to utilize and mobilize their own 
resources. As President Eisenhower recently said in his state of the 
Union message, referring to the less-developed countries, “These people 
desperately hoping to lift themselves to decent levels of living must not, 
by our neglect, be forced to seek help from, and finally become virtual 
satellites of, those who proclaim their hostility to freedom.” This 
means that the economically stronger countries of the free world must, 
individually and collectively, provide a share of the capital goods 
needed. 
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IDA A COMPLEMENT TO EXISTING LENDING SOURCES 


The proposed International Development Association is intended 
to complement the development financing now provided by private 
investors and national and international agencies providing capital to 
the less-developed countries. It will not finance projects which can 
be undertaken by private investors on reasonable terms, or which 
should be financed by the International Bank or other conventional 
lending agencies under their usual terms. 


RECORD OF THE EXPORT-IMPORT BANK AND THE INTERNATIONAL BANK 


Our own Export-Import Bank has over the years loaned over $10 
billion, which has contributed enormously to economic advance 
abroad. The International Bank, maintained by its 68 member coun- 
tries, has provided over $4 billion in development loans. These two 
banks have represented a great advance in international financial rela- 
tions. Their investments have not only paid off, in the sense that the 
borrowers have been able to meet interest and amortization, but in 
addition the banks have provided sound financing for some of the 
basic needs in terms of transportation, power, and communications. 
These investments have made possible as well the productive use of 
other equipment and the utilization of local resources. Their con- 
tribution to economic development is more than the record of dollars 
loaned and dollars repaid. 

The terms of repayment and interest at which the Export-Import 
Bank and the International Bank can lend are determined in large 
ty by the conditions under which the two banks obtain their funds 

or lending. The International Bank is now financed almost en- 
tirely by selling its securities in the financial markets of the United 
States and of the other industrialized countries. In making loans 
the rate of interest charged must cover the Bank’s interest and admin- 
istrative costs and provide reserves. The term of its loans must bear 
some fairly close relationship to the maturities at which the Bank 
itself borrows. Similarly, the Export-Import Bank, which secures 
its funds from the Treasury, must cover the cost of money to the 
Treasury as well as other costs, and also provide for reserves. 


PRESENT INSTITUTIONS REQUIRE LOANS BE REPAID IN HARD CURRENCY 


To maintain their position as sound financial institutions, these 
Banks make their loans only when there is reasonable prospect that 
the loans can be serviced at the terms which they can offer, They 
make loans for sound projects in countries which can be expected to 
repay the loans in the currency loaned. The Export-Import Bank 
must be repaid in dollars, and the International Bank in dollars or 
other hard currency. 


NEED FOR A NEW TYPE LOAN 


The banks can meet the requirements of many projects, but they 
cannot in practice deal with some important cases. Some countries 
are today in a balance-of-payments position which gives little pros- 
pect that they could in the foreseeable future repay hard currency 
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loans. Many of the less-developed countries have needs for capital 
in excess of their capacity to repay on the terms at which the banks 
can lend. The International Development Association has been pro- 

osed as one means of dealing with some of these problems. 

Undoubtedly, these factors were considered when the Senate, in 
July 1958, suggested that the National Advisory Council study the 
possibility of establishing an International Development Association, 
as an affiliate of the World Bank, to make loans for economic devel- 
opment which otherwise could not be made. The council undertook 
this study and has submitted several reports to the Congress on the 
matter. 

INTERNATIONAL COOPERATION SOUGHT 


The feasibility of an international agency of this sort depends in 
good part on the willingness of other countries to contribute to its 
resources. In accordance with the President’s direction, we in the 
Treasury have held discussions with other countries which are in a 
position to make resources available, and we were so encouraged by 
their responses that the council, in the summer of 1959, suggested out- 
lines of the project. 

ARTICLES OF AGREEMENT 


In the fall, the United States introduced a resolution, which was 
unanimously adopted by the Board of Governors of the International 
Bank, calling upon the Executive Directors of the Bank to formulate 
articles of agreement for an International Development Association 
for submission to the member governments. The Directors completed 
their work on January 26, and their proposal has been put before 
you in the annex to the “Special Report of the National Advisory 
Council.” 


BULK OF CURRENCY ASSETS TO BE PAID IN BY 17 MEMBER COUNTRIES 


The International Development Association represents a forward- 
looking step in international cooperation within the free world. All 
the member countries of the International Bank are expected to con- 
tribute to its resources, but the bulk of its convertible currency assets 
is to be paid in by 17 member countries, which today are the more 
advanced economically. 


IMPORTANCE OF CONTRIBUTIONS BY OTHER COUNTRIES 


I should like to stress the importance of this contribution by other 
countries. The United States is scheduled to pay in $320 million of 
the initial subscriptions, while the other more-developed countries 
are scheduled to provide $443 million. These 16 countries have re- 
covered from the effects of the war, they have expanded their trade, 
and they have acquired adequate, or more than adequate, monetary 
reserves. They are in a position today to help the less-developed 
countries. Hitherto, capital on flexible terms of repayment has been 
provided almost entirely by the United States through the Develop- 
ment Loan Fund. In the International Development Association, 
other countries will provide a larger share of the convertible cur- 
rency resources than will the United States. These countries will 
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include most of the Western European countries as well as Canada, 
Japan, Australia, and South Africa, countries which are also in a 
favorable position to provide funds. 

The International Development Association, it is hoped, will in- 
clude all of the members of the International Bank. The countries 
which are most advanced economically—part I countries in schedule 
A of the articles—will make their payments entirely in gold or con- 
vertible currencies which IDA may use for purchases in any country. 


CONTRIBUTIONS OF LESS-DEVELOPED COUNTRIES 


The less-developed countries, on the other hand, will pay 10 percent 
of their subscription in convertible currencies and the balance in 
their national currencies. They will participate to this extent as 
contributors of resources as well as borrowers. IDA may thus have 
in a 5-year period at its disposal some $785 million in freely con- 
vertible currencies from which it may make loans. The national 
currency contributed in its subscription by a less-developed country 
will be usable to defray local currency costs on projects in that coun- 
try and may be used for exports for IDA-financed projects in other 
countries only with its consent. This provision appears reasonable. 
The less-developed countries, which are expected to receive loans 
from IDA, are not generally in a position to provide net resources 
for use in other countries. There will be, however, some occasions 
in which they can supply goods needed at reasonable cost, and in 
these instances their national currency subscriptions can be used 
elsewhere on IDA projects by agreement. 


FLEXIBILITY ALLOWED IN SETTING TERMS AND CONDITIONS OF LOANS 


The articles of agreement allow the Executive Directors a great 
deal of flexibility in setting the terms and conditions of the loans. 
The IDA will be empowered to make loans wholly or partly repay- 
able in the borrower’s own currency. It will also be empowered 
to make loans repayable in hard currencies, but with longer maturities 
than are possible for International Bank loans in view of the Bank’s 
own financing conditions. Loans may be made at rates of interest 
which will be below the rate on Bank loans. In short, it must be 
understood that the IDA is to make loans which will bear less heavily 
on the balances of payments of the borrowing countries than loans 
of the type now made by the International Bank or the Export- 
Import Bank. This indeed is the purpose of an IDA. The IDA 
articles specify that it will not provide financing when it is available 
from private sources on reasonable terms for the recipient or could 
be provided by a loan of the type made by the Bank. 


THE EFFECT ON BALANCE OF PAYMENTS 


The effect on the balances of payments of the borrowing countries 
will vary somewhat, depending upon the policy which the IDA 
evolves within the flexibility as to terms of loans that is provided 
by the articles. Long schedules of amortization or lower interest 
rates enable countries to pay off hard-currency loans at a lower 
annual cost. When the repayment is made in local currencies, there 
is, of course, no burden on the balance of payments of the borrower. 
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By these methods the developing countries will be able to obtain 
more finance than they could otherwise obtain. Their economic 
development will be accelerated, and in time they can be expected 
to become more self-sustaining, and sounder risks for more conven- 
tional financing and be able to attract more private capital investment. 


EVENTUAL NEED TO REPLENISH HARD-CURRENCY RESOURCES 


It will be apparent at once from the terms of its loans that the 
original resources of IDA will not revolve in the same way as the 
resources of the International Bank or the Export-Import Bank, 
whose loans are repaid in the currency loaned at maturities corre- 
sponding approximately to their own borrowings. In IDA, the longer 
the term of loans, the more slowly the resources will revolve. The 
larger the percentage of the loans made repayable in borrower cur- 
rencies, the less prospect there is that the repayments to IDA will be 
in currencies which can be re-lent for new projects in other countries. 
It is, therefore, evident that if IDA is to continue its work over a long 
period of time, its hard-currency resources will need replenishment 
from time to time. The articles provide that the member countries, 
by a two-thirds majority of the total voting power, may increase the 
resources by providing for additional subscriptions. The terms of any 
such additional subscriptions will have to be determined at the time, 
and there is provision for a review of the adequacy of IDA’s resources 
at 5-year intervals. 


ADDITIONAL RESOURCES MAY NOT BE SUBSCRIBED WITHOUT 
CONGRESSIONAL AUTHORIZATION 


This provision should be noted, because it points to the likelihood 
that if IDA’s operation is successful, requests for additional congres- 
sional authorizations may be made in future years. I should like to 
point out that the United States is not obligated under the articles to 
subscribe additional resources, unless it wishes to do so, even if they are 
authorized by an IDA resolution, and that the bill before you ex- 
pressly provides that additional resources may not be subscribed by the 
United States under this provision without congressional authoriza- 
tion. It should also be noted that any resolution to provide additional 
resources requires a two-thirds majority of the total voting power, 
and the United States alone has approximately 28 percent of the votes. 


ARRANGEMENT FOR THE USE OF LOCAL CURRENCIES 


The articles of IDA also provide arrangements whereby the United 
States can make some of its holdings of foreign currencies available 
to IDA for development projects. The Association may make ar- 
rangements with member countries to receive currencies of another 
country to be used as supplementary resources, when the Association 
is satisfied that the member whose currency is involved agrees to 
such use of its currency. 

The United States, under the Agricultural Trade Development and 
Assistance Act of 1954, as amended, has acquired considerable amounts 
of the currencies of the less-developed countries and will continue to 
acquire such amounts annually as long as this program is in effect. 


53635—60——-2 
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Up to the present, a large portion of the local currency receipts from 
our sales of surplus agricultural commodities is earmarked for loans 
for economic development to the country concerned. With IDA in 
existence, it will be possible to channel part of these local currencies to 
it to be used in defraying local costs on projects whose foreign ex- 
change is otherwise financed, or for use in projects requiring local 
currencies wholly or in major part. 

The arrangements for the use of local currencies which the United 
States might provide to IDA will be worked out in individual cases, 
To use local currencies effectively for advancing economic develop- 
ment, there will have to be a coincidence of the need for a near * 
IDA and its availability to the United States for transfer to IDA. 
Many of these currencies are those of countries which need additional 
external resources and are themselves rarely in the position of offer- 
ing assistance to other countries. There wili be some cases, however, 
in which these currencies will be usable for exports. But the agree- 
ment of the country is necessary for such use by IDA, and in many 
cases these countries may prefer to sell their exports on world markets 
for foreign exchange A than to make them available to IDA 
against payment in their own currency. 

In order to transfer to the International Development Association 
local currencies received in payment for our surplus agricultural 

roducts, the agreement of the purchasing country will, of course, 
ave to be secured through the sales agreement. By agreement in 
-_ sales contracts, these resources can be made available in part to 
IDA. 


IDA AN AFFILIATE OF THE INTERNATIONAL BANK 


While IDA is to be created as a separate financial entity, it is to 
be an affiliate of the International Bank. The President of the Bank 
will be ex officio president of IDA and will be responsible for its 
administration. The executive directors of the Bank representing 
the countries which are members of IDA will function as the executive 
directors of IDA. To the greatest extent possible, IDA will utilize the 
Bank’s existing officers and staff, so that a large new organization 
will not be created. In brief, IDA will be administered very closely 
in conjunction with the International Bank’s operations. Its activities 
will complement the Bank’s, and it will enjoy the advantages of the 
Bank’s prudent management. 


COORDINATION OF LOAN OPERATIONS 


It is our view that the operations of IDA will not conflict with the 
operations of the International Bank or the Export-Import Bank or 
the private capital market, since IDA will not make loans to countries 
or for projects which should properly be financed by these Banks or 
the —- capital market. The size of IDA, in comparison with the 


Bank, in itself, will mean that the resources of IDA will have to be 
reserved for those priority projects which cannot be financed on more 
conventional banking terms but will make a significant contribution 
to economic development. The possibility of “bad loans driving out 

ood” has been recognized and will be avoided by careful use of the 
imited resources of IDA and good judgment on the part of its 
management. 


« 
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RELATIONSHIP TO THE DEVELOPMENT LOAN FUND 


Closely related is the question of our own Development Loan Fund, 
which was created by the Congress to make loans on terms which also 
do not impose too heavy a burden on the balance of payments of the 
borrower. The DLF makes its loans only when a given project can- 
not be financed under the usual terms by the private market, the Ex- 

ort-Import Bank, or the International Bank. IDA and DLF will 
ave somewhat similar functions. 


INTERNATIONAL CHARACTER OF THE IDA 


The important difference is that the DLF is a purely U.S. institu- 
tion. It operates under the foreign policy guidance of the Secretary 
of State, and its Board of Directors includes the Under Secretary of 
State, as well as other officials of the Government. The DLF re- 
sources are provided entirely by the United States through appropria- 
tions made by the Congress. In IDA, on the other hand, the United 
States will provide only about one-third of the total resources, while 
the other economically advanced countries of the world will provide 
considerably more than the United States. This, we believe, is an 
important step in giving due weight to the economic strength of other 
countries and their interest in assisting economic development. The 
extent to which IDA is to finance a project, or the DLF is to finance a 
project or whether IDA would participate in combined efforts with 
other lending agencies, would depend in large part on the nature of 
the project and other considerations which may be relevant at the 
time. 


COORDINATION PROVIDED BY THE NATIONAL ADVISORY COUNCIL 


It will be necessary to have appropriate coordination of the U.S. 
representatives in IDA with U.S. lending agencies. The National 
Advisory Council on International Monetary and Financial Problems 
was established by the Congress to coordinate the activities of the U.S. 
representatives on the International Bank and the International Mone- 
tary Fund with the activities of the Export-Import Bank and other 
agencies of the United States engaged in foreign lending and ex- 
change transactions. The Council has now for a period of 14 years 
coordinated these activities by reviewing general policies and passing 
on particular transactions. It has advised the U.S. Governor and 
the U.S. Executive Director on the Bank on matters of policy in its 
operations. By the charter of IDA, these officials will serve in the 
same capacity ex officiis, as they do in the Bank. The enabling legis- 
lation for IDA provides that similar coordination will be assured with 
the new institution. It should be noted also that the U.S. Executive 
Director of the International Bank, who will represent us in the day- 
to-day operation of IDA, is also a member of the Board of DLF, 
which will be a further assurance of harmonious operation and co- 
operation. 
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IDA TO BE GRANTED PRIVILEGES AND IMMUNITIES ON TERMS IDENTICAL TO 
THE INTERNATIONAL BANK 


The enabling legislation, which you are considering, also provides 
that IDA be granted privileges and immunities in the United States in 
the same way as the Bretton Woods Agreements Act has provided 
these privileges for the International Bank. The terms are identical 
and they have created no problem as far as the International Bank is 
concerned, and they need create no problem with regard to IDA. 


AUTHORIZATION OF APPROPRIATION 


The legislation also contains the authorization of the appropria- 
tion of $320,290,000, which will be our subscription in the LDA. I 
recommend that this authorization of appropriations be made at 
this time, though it will be necessary to appropriate only $73,666,700 
for the fiscal year 1961. This amount represents the portions of 
our subscription which will fall due in fiscal 1961. In the following 
4 fiscal years the appropriations required to meet our obligations 
will in each year amount to $61,655,825. 


PROMPTNESS URGED IN PASSING AUTHORIZING LEGISLATION 


The President has urged the Congress to act promptly in passing 
this authorizing legislation. The IDA was proposed by the United 
States, and to maintain our position of leadership, it is necessary for 
us to proceed firmly. If we do so, we may well expect that other 
countries will adopt the necessary legislation for their acceptance 
of the IDA agreement. They will have until December 31, 1960, to 
take the necessary steps, though, if necessary, this time can be extended 
for an additional 6 months. The articles will not become effective 
until countries providing 65 percent of the total subscription will 
have accepted the articles of agreement. This requirement is analo- 
gous to the procedure used in the recent increase in the capital of 
the International Bank. The agreement cannot become effective 
before September 15, 1960, but it will become effective any day after 
that time, when 33 percent of the total subscriptions is obtained from 
other countries, provided the United States, with 32 percent of the 
total, has deposited its instrument of acceptance before that date. 


NEW PHASE IN INTERNATIONAL FINANCIAL HELP TO LESS-DEVELOPED 
COUNTRIES 


The IDA inaugurates a new phase in international financial help 
for the less-developed countries. We have recognized their need. 
We have recognized that many of them cannot develop their economies 
effectively unless they can obtain capital on terms which bear less 
heavily on their economies than the types of loans which are now 
available. In this cooperative venture, other countries will join us. 
We fell that the economic development of the less-developed coun- 
tries must go on at a more rapid pace. This will be a source of 
hope to the peoples in these countries. It will serve to advance their 
economic life under free institutions, which we all desire. It is up 
to the United States to take the initial steps to bring this venture into 
active operation. 
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Thank you, Mr. Chairman. , 
The Cuarrman. Thank you, Mr. Upton. I think that is a very 
thorough and clear statement. 


SPREADING THE BURDEN OF DEVELOPMENT COSTS 


There are one or two questions that I have. I wonder whether 
you made clear the percentage of subscriptions that the United States 
bears in relation to other countries? 

It would be interesting to know with regard to the International 
Bank, if the United States is purchasing more of the bonds of the 
International Bank than foreign countries, or not? 

Mr. Upton. In the early days this was true. Recently, however, 
the pendulum has swung the other way. Last year the issues 
which the International Bank sold were sold in Europe. Recently we 
asked the International Bank to make an estimate of where its bonds 
were held. We asked them this because a great many of its bonds 
are issued in dollars, but are taken up by European holders, and at 
that time the International Bank estimated that approximately half 
of its total bonds were held outside the United States. 

The Cuarrman. And in recent years the sales to foreign purchasers 
have been greater than sales to American citizens; is that not correct? 

Mr. Upton. That was true certainly in 1959. 

The Cuarrman. Yes. Is it fair to say that both the International 
Bank and the IDA are efforts to spread the burden of financing the 
development of underdeveloped countries among all the free nations 
rather than for the United States to bear such an overwhelmingly 
large part of it? 

Mr. Upton. Yes, Mr. Chairman; that is correct. 

The Crarrman. And that, in a sense, the movement in this direc- 
tion could be interpreted as a movement away from the former policies 
as evidenced by the Marshall plan and Development Loan Fund, and 
you regard this as a healthy movement; is that not correct ? 

Mr. Urrton. Yes, sir; I do. 


LOANS CAN BE MADE TO GOVERNMENTS 


The Crarrman. Will any of these resources be made available to 
any foreign government ? 

Mr. Urron. The charter is flexible in this respect as to who may 
borrow. Loans can be made to governments. They can be made to 
entities of governments; they can be made to individual industrial 
companies or other types of companies. In this respect, the chief 
difference from the International Bank is that the IDA is not re- 
quired to obtain a Government guarantee, but it may if it so wishes. 
The International Bank makes its loans only under Government 
guarantees. 


EMPHASIS TO BE PUT ON SPECIFIC PROJECTS RATHER THAN FINANCING 
DEFICITS 


The Crarraan. Is it anticipated that any of the funds of the IDA 
would be loaned to a country because of an internal governmental 
deficit in its budget ? 
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Mr. Urron. The loaning terms of IDA are rather flexible, but the 
emphasis is put on specific projects. While it is not specifically 
stated that a loan may not be used for a deficit, the whole tenor of the 
negotiations and discussions was such that greatest emphasis will be 
put on specific projects, either individual or group or regional in 
nature, rather than the financing of any deficits. 

I consider that the financing of a government deficit per se would 
be distinctly against the implications and the operations of IDA. 

The CHarrman. Then while it may be possible as far as the policy 
of our Government is concerned, this would not be a proper pur- 
pose for the use of these funds; is that correct ? 

Mr. Urrton. Well, in the ultimate analysis, the directors of IDA 
and the management of the Bank will make the decision as to the use 
of the funds. But may I point out once more, that I took part in 
these negotiations myself. There was a great deal of discussion of 
the types of things that would be financed, and there was very gen- 
eral discouragement of any idea that these funds should be used for 
deficit financing per se. 


AMERICAN CORPORATIONS CONSIDERED ELIGIBLE FOR LOANS 


The Cuatrrman. Would an American corporation doing business in 
one of the so-called underdeveloped countries be eligible to borrow 
for the development of a project in the country ? 

Mr. Upton. There is nothing in the charter which makes any state- 
ment whatsoever about the nationality of a corporation borrowing. I 
would consider that an American corporation would be eligible. 

The charter provides that the primary criteria concerning borrow- 


ing shall be for projects of high priority, and if an American corpo- 
ration could qualify under that general term and under the interpre- 
tation of it by the IDA, I would consider it would be eligible to 
borrow. 

The Cuarrman. They are eligible? It is merely a question of the 
wisdom of the particular project ? 

Mr. Upton. os. 

The Cuarrman. That is for the directors—— 

Mr. Upton. That is correct. 

The CuarrmMan. They could qualify under the authorization ? 

Mr. Urton. They could qualify. 


RELATION TO INTERNATIONAL FINANCE CORPORATION 


The Cuarrman. There is one international corporation that I do 
not believe you referred to in your statement. How is this related 
to the International Finance Corporation ? 

Mr. Urton. Well, the International Finance Corporation is a sep- 
arate institution with its own separate capital, with its own separate 
objectives. 

ow, basically the International Finance Corporation attempts to 
develop private industry in the various countries where it operates, 
and on what one might call a quasi-venture capital basis. It often 
makes investments ditwegh the means of convertible debentures or 
some other form which would enable the ultimate holder of these 
debentures to share in the profits of the enterprise. 
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It is also the basic policy of the IFC to invest in a private com- 
pany, industrial or agricultural, or whatever nature it may be, to 
build it up and then to resell its interests to private institutions and 
private investors at a later date. 

In other words, the Bank and IDA make loans, and primarily 
will make them in the fields of what we might call basic economic 
overhead, railroads, power, water, roads—things of this sort. 
Whereas the IFC makes capital investment in specific industrial proj- 
ects of a more developed nature, the type of industry that comes into 
the country once the basic economic overhead has been established. 


PROGRESS OF THE IFC 


The Cuarrman. You may not be prepared to answer this, but I 
would be interested to know what progress had been made in utilizing 
the resources of the IFC in the last year. It was very slow to get 
started. Is it doing any more business now than it did? 

Mr. Upton. I do not have the exact figures before me, Mr. Chair- 
man, but last year it made more loans, individual loans, than in any 
previous year ; and it is definitely my impression that it is accelerating 
its rate of investment and making of commitments. 

Wait. Ithink I have some figures here. As of the end of December, 
they had total commitments, net of cancellations, of approximately 
$23 million. If my memory serves me correctly, this is up from 
approximately $12 million the year before. Of these, 19 percent were 
in Asia; 3.9 percent in Australia; and 77 percent in the Western 
Hemisphere, primarily Latin America. 

The Cuarrman. It is still very small. It has available, I believe, 
nearly $100 million. 

Mr. Urron. That is correct, sir. 

The Cuarrman. And it has been in existence how long now; is it 
4 years, 5 years? 

Mr. Urron. I might comment on that, Mr. Chairman. I think 
that IFC faces problems of a different nature than the Bank and 
IDA will face or the DLF, because, since it invests rather than 
makes loans, the effective use of its resources presupposes a capital 
market in the borrowing country, laws that provide for shares, stock 
markets, and so forth. This, in effect, means that it is very difficult 
for IFC to go in a country which is in a very early state of develop- 
ment. It finds its best opportunities in countries which, while still 
basically underdeveloped, have nonetheless developed their own sav- 
ings and their capital markets and their institutional structure to 
the point where they do have share companies and they do have the 
mechanisms of the capitalistic system. 

I think this explains one of the reasons why such a heavy per- 
centage of the IFC’s investments have been made in Latin America, 
where this does exist to a considerable extent. It also, I think, de- 
pends upon IFC’s ability to find attractive projects where other in- 
vestors wish them to participate. The IFC has been in existence 4 
years. 

The CHarrman. It may be that this particular activity was an 
experiment that has not been able to succeed, since there is quite a 
substantial amount of funds held available for it. If it is not going 
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to function any more effectively, we might consider merging it with 
the IDA or with the Bank and making those resources available. [ 
see no point in letting them sit there more or less idle if they are not 
going to do very much. It could be that this was not a successful 
approach to the problem. I thought its main purpose was to make 
very strenuous efforts to develop private enterprise and the tradi- 
tional procedures of a private system in some of these countries rather 
than wait until they are developed. I thought it was to be an agency 
to generate those conditions. 

Mr. Urron. Well, 1 think this is true. But these two things have 
to go hand in hand. 

‘The Cuairman. I understand. 

Mr. Upron. I do think this, Mr. Chairman, that the rate of increase 
in IFC over the previous years is quite a substantial one, so even though 
a relatively moderate part of its capital is used at the present time, we 
have seen an ever-growing tendency for it to be used more effectively. 


RELATIONSHIP BETWEEN THE DLF AND THE IDA 


The Cuairman. One last question: Is there any basis for a distinc- 
tion between the purpose of DLF and the Bank? Could it be said 
truthfully that the DLF is more likely to be used for such things as 
wharves, transportation, and public facilities that are basic necessities, 
Then after those conditions are met, we come in with the loans of the 
Bank and of IDA? 

Is that a valid distinction or not ? 

Mr. Upron. I would be inclined to say that both the DLF and IDA 
will tend to work in the same type of what one might call economic 
overhead projects. That is, the basic facilities such as you men- 
tioned—the waterworks, the power, the light, the roads—to provide 
the basis for the country to develop primary and secondary industry. 

DLF also, of course, is making a number of loans to private industry. 

We did give some thought to this question of the relationship be- 
— IDA and DLF with respect to the questions that might arise 

ere. 

The precise relationship will be worked out over a period of time and 
many factors will be involved. The DLF and the International Bank 
now consult from time to time concerning prospective projects, and the 
existence of IDA will be further reason for these institutions to discuss 
matters of mutual interest. 

It is likely that in the first instance the prospective borrower will 
approach one or the other institution. Perhaps the International 
Bank or the DLF has in the past provided funds for a similar or 
related project. But when the approach is made to the former, the 
Bank will be able in appropriate cases to offer the facilities of its close 
affiliate, the IDA. 

Borrowers will, of course, recognize that the DLF is a national 
instrument responsive to U.S. foreign policy considerations, an im- 
portant element in the U.S. mutual security program. This, too, may 
be a consideration in their decision on where to make the initial request 
for financing. 

It is important to note in this connection that the U.S. Executive 
Director of the IDA is also on the Board of Directors of the DLF, and 
this facilitates the coordination of the policies of the two institutions. 
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The basis for this coordination will be provided by the National 
Advisory Council. 

The Cuarrman. You stress the coordination among these financial 
institutions, which is all to the good. 


TAX POLICIES REGARDING FOREIGN INVESTMENT 


Is there anyone charged in the Treasury or in our Government with 
—_— our tax policies with our economic policies in the foreign 
fiel 

Mr. Upton. Well, the tax matters in the Treasury, of course, are 
the direct responsibility of the Secretary, and under him, of Under 
Secretary Scribner. When matters of taxation arise which have a 
bearing on anything to do with our foreign financial policies, these are 
discussed with those divisions of the Treasury which are concerned 
with foreign financial policy, and also with the appropriate officials 
of the State Department. 

The Cuatrman. I asked you that because at a meeting last night 
of some of the most prominent companies in America who do business 
in the foreign field, it was alleged that the Treasury discourages by 
many of its tax policies the participation of private industry in this 
effort to develop foreign underdeveloped countries. It was alleged 
that with one hand our official policy is to encourage private develop- 
ment and Government developing, too, in the foreign field, but on the 
other hand, the Treasury comes along and puts very serious obstacles 
in the achievement of this purpose. That is what prompted this 
question. 

This thought came from the representatives of these companies in 
this field, and I wondered if you would comment on it. 

Mr. Upton. Mr. Chairman, I also appeared before this group and 
became aware of their impressions on this matter. There is obviously 
a difference of opinion between various groups concerned in this. 

I think it is fair to say that the attitude of the administration has 
been to give incentives, particularly for investment, in underdeveloped 
countries. I refer to the applicability of ICA investment guarantees, 
to the possibility of tax treaties, and also to the administration’s 
position on the Boggs bill, but not to wish to offer special incentives 
for investment in industrialized countries 

The Cuatrman. Well, I thought I ought to mention that to you. 
They are very disturbed about this matter and, of course, I suppose 
that is the reason they had me and other members of this committee 
down there, to tell us about their troubles. They were all responsible 
companies which were represented there. 

They specifically complained about your requirements for the trans- 
fer of earnings of a company operating in one foreign country to 
another foreign country, even though these were not industrialized 
countries. They were very bitter about that. 

Well, I will not pursue that. It is a tax matter, but I thought 
someone in the Treasury should be responsible for coordinating the 
tax policy—which we usually consider a domestic matter primarily— 
with our foreign policy. It could well be that one part of the Gov- 
ernment is spending money to accomplish some objective which the 
other part of the Government is putting obstacles in the way of. 

Senator Green, do you have any questions? 
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EFFECT ON PRIVATE ENTERPRISE 


Senator Green. I would like to ask this question, if you do not think 
it has already been asked and answered. What effect will this have 
on private enterprise ? 

Mr. Upton. I think I can answer this in two ways, Senator: First 
for private enterprise to operate in an undeveloped country, there must 
be the basic economic factors of public utilities, of railroads, of docks, 
of water, of power—all of these things—before private enterprise 
can move in with factories. 

This institution will primarily be interested in providing economic 
overhead on terms which will not bear too heavily on the balance 
of payments. 

Bosendily, this institution is closely related to the World Bank, and 
its charter refers to the purposes and background of the World Bank, 
which are definitely to encourage private enterprise, and it is spe- 
cifically prohibited from making loans which could be made by private 
enterprise. 

So in my opinion, this will be a constructive force in the develop- 
ment of private enterprise in the less developed countries. 

Senator Green. Thatisall. Thank you. 

The Cuatrman. Mr. Aiken. 


CATEGORY OF PARTICULAR COUNTRIES 


Senator Arken. Mr. Upton, what has become of our old friends, the 
underdeveloped countries? I notice they have all become less de- 
veloped countries now. What is the significance in the change in 


term ? 

Mr. Upton. This is possibly a recognition of the sensibilities of 
some of these countries in being called underdeveloped. There is 
quite a broad terminology—underdeveloped, less developed, less in- 
dustrialized, and so forth. I do not think there is any real unanimity 
on which terminology will be used. But I think we felt some of these 
countries may be a little sensitive about being called underdeveloped, 
so the term “less developed” now seems to be in use. 

Senator A1ken. Would it be possible for a country to qualify for a 
soft loan as a less developed country when that same country might 
not qualify as an underdeveloped country ? 

Mr. Urron. This problem is taken care of in the charter by the 
division of all of the member countries into two groups—the industrial- 
ized countries and the other countries—whether you call them un- 
developed or less developed or less industrialized: Only those that 
will be in the second group will qualify. 

Senator Arken. Now, just what criteria were used to determine the 
category.in which each signatory will be placed ? 

Mr. Upton. Well, this presented the Bank with an interesting and 
rather difficult question. A large number of economic criteria were 
made available by the Bank, the amount of capital exported by the 
country, the gross national product. of the country, and various other 
things of that sort. These were reviewed by the Board of Directors. 
But in the ultimate analysis, the management of the Bank was invited 
to present a list of those countries which, in their opinion, and based 
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on the background of the World Bank, should be in category I and 
those which should be in category II. The management presented 
this list, and the various executive directors who were negotiating 
the charter discussed it and agreed that this was an adequate list. 

Senator Arken. Is there provision in the agreement for shifting 
from one category to another? Suppose that, we will say, the price 
of a certain commodity which is very abundant in one of the countries 
in part IT results in a windfall for that country and it has become 
well to Is there provision for shifting that country to the category 
of part I 

iis, Upton. There is no specific provision for making such a formal 
transfer, but I think that what would happen would be that the 
economic development of the country would be recognized in the atti- 
tude of the IDA management and the IDA directors with respect to 
granting loans in these countries. 

Senator Arxen. And it is intended that they would then become 
ineligible to participate in a soft loan ? 

Mr. Urrton. I do not know whether it would be ineligible, but nat- 
urally the economic precedence would tend probably to be of a lower 
order if a country developed industrially to a very great degree and 
very rapidly. In point of fact this problem is a broader one for, 
although we did divide the countries into two groups, actually there 
are a tremendous number of variations in economic strength between 
the individual countries in each group. 


SIZE OF INITIAL CONTRIBUTIONS 


Senator Arken. Well, the grapevine tells us that already two of the 
countries that are in group I have some reservations about the size 
of their initial subscription. I refer to Holland and Belgium. Is 
there any difficulty there, and has that problem been resolved ? 

Mr. Upton. Well, it is true that during the negotiations, both of 
these countries expressed the feeling that their subscription was set 
too high. But it was the general judgment of all of the negotiators 
that it was not feasible or desirable to shift from subscriptions which 
were based on the relative bank subscriptions and so the decision has 
beeen left up to these countries, and at the present moment we do not 
know what their attitude will be in actually joining. 

We do hope, of course, that in the ultimate analysis, they will be- 
come members like the rest of us. 

Senator Arken. Have some of the other countries already made 
provision for their subscriptions, their share of the financing, or are 
they waiting to see what the United States does? 

Mr. Urron. We do not have definite knowledge of the stage of 
legislative processes in these countries except in the United Kingdom 
where we understand this has been introduced into the Parliament. 


SUPPLEMENTARY RESOURCES 


Senator Arken. I noticed in your statement that the articles of IDA 
also provide arrangements whereby the United States can make some 
of its holding of foreign currency available to IDA for development 
projects. 
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I assume that would relate at least to Public Law 480 funds, and 
that provides that the United States could also contribute other funds 
besides its subscription of $320 million; is that correct, or how would 
that be made? 

Mr. Upron. Well, there are several separate definitions and clauses 
covering this. There is a specific clause covering what is known as 
supplementary resources, and this would cover the making available 
of local currencies such as Public Law 480. 

In addition, however, any country, if it wishes, may make available 
additional funds in its own currency to the IDA on such terms and 
conditions as may be agreed upon. 

And thirdly, there is provision for a country to loan to IDA, so 
you have three separate provisions covering three different, separate 
types of additional resources. 

Senator Arxen. In the case of the United States, however, you were 
thinking in terms of Public Law 480 funds more than any other source, 
were you not ? 

Mr. Upton. That is correct. 

Senator Arken. This would mean besides its initial contribution 
of $320 million, the United States might conceivably contribute an- 
other $320 million in other funds? 

Mr. Upton. Well, the provision of local currencies, Public Law 480 
funds, depends upon the agreement of IDA, of the country whose 
currency is represented, and of the United States. And when these 
three are in agreement, the currency and the amounts agreed will be 
transferred to IDA for use by IDA. 

It is not possible, Senator, to estimate the amount. 

Senator Sai I know that. If the Senate approves this agree- 
ment, then is it the intention of the executive branch to ask for 
authority to make these additional funds available? 

Mr. Upton. We think that this authority already exists but may 
require further clarification, and this matter is now under intensive 
study by the executive branch. 

Senator Arken. Then if the United States, we will say, makes $300 
million worth of Public Law 480 funds available, does that carry 
any additional voting rights? 

Mr. Urron. No, sir; it does not. 

Senator ArkEN. It does not. 

The Cuarrman. Will the Senator yield on that point? 

Senator Arken. Yes, I yield. 

The Cramman. Can you prepare some proposed amendments in 
regard to this so we can consider them while we are considering MSA 
legislation within the next 2 or 3 weeks? 

Mr. Urron. Weare trying to do that, Senator. 

The Cuatrman. I hope you will, because it would be much more 
convenient to consider them in connection with that legislation than 
try to take them up later. 

Senator Arken. It would be much more enlightening to the Con- 
gress and to the Senate when it is asked to approve this agreement, 
if they knew what further steps were contemplated in the event it is 
approved. 

The CuarrMan. That isall. 
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Senator Arken. May I ask what other countries have indicated 
that they might contribute additional funds besides the original sub- 
scription ? 

Mr. Urron. We have no firm indication from any country at this 
time that it wishes to contribute such funds. 

Senator Arxen. Then this provision was put in here expressly in 
the hopes of getting additional funds from the United States? 

Mr. Urron. I think we should distinguish from the general term 
“sdditional funds,” the local currencies which come from our sales 
agreement. The latter are, of course, additional resources, supple- 
mentary resources, but they are not resources in hard currency. 

I might say, also, that it is possible that in due course other indus- 
trialized countries might also contribute local currencies because there 
are one or two cases where those countries do have local currencies. 

Senator Arxen. I realize it is possible. We do not have very good 
precedents for such action, however. 

I have one or two other questions here. 

Let us go over to the proposed agreement. I noticed article V, 
paragraph (f). 

Senator Lauscue. What page? 

Senator A1xen. That is on page 31 of the agreement. 


CONDITIONS IMPOSED BY ARTICLE V 


Article V, paragraph (f), states: 

The Association shall impose no conditions that the proceeds of its finances 
shall be spent in the territories of any particular member or members. The 
foregoing shall not preclude the Association from complying with any restric- 


tions on the use of funds imposed in accordance with the provisions of these 
articles including restrictions attached to supplementary resources pursuant to 


agreement between the Association and the contributor. 

Just what is the meaning of that provision ? 

Mr. Upron. Well, I think there are several meanings to it. 

First, 
imposes no conditions, the proceeds of its financing shall be spent in any terri- 
tory of its member or members— 
means that the Association could not state that this percentage should 
be spent in the United Kingdom or this percentage in the United 
Statesor Germany. That applies to its normal resources capital. 

Now, the second part— 
shall not preclude the Association from complying with any restrictions on the 
use of funds imposed in accordance with the provisions of these articles including 
restrictions attached to supplementary resources pursuant to agreement between 
the Association and the contributor— 
that refers to the local currency. _ ; 

The local currency subscriptions are contributed by the under- 
developed countries, and there are restrictions upon the extent to 
which these may be used: specifically, the countries themselves must 
generally be in agreement with the Association. 

Thirdly, with respect to our own local currencies that we might 
supply from Public Law 480, it simply means that these will be 
subject to the terms and conditions which will be developed in each 
individual case. 





26 INTERNATIONAL DEVELOPMENT ASSOCIATION 


Senator Arken. That means if we should make $100 million worth 
of Public Law 480 funds available, that we could attach restrictions 
to _ loan or contribution specifying for what purpose it might be 
used ? 

Mr. Urron. Well, such restrictions as might be attached would be 
those that were agreed upon between the United States, IDA, and 
the country whose currency was concerned; and the main purpose of 
such restrictions would be undoubtedly to the effect that the currency 
could not be used in a way which would upset the monetary and 
financial stability of the country concerned. 

For example, if we were to take a certain amount of local currency 
and turn it over to IDA and then insist this should be converted into 
dollars, it would obviously be upsetting to the country concerned; 
and so I think this, in a general sense, is to protect the financial and 
monetary stability of an underdeveloped country whose currency may 
be made available under the provisions of this clause. 

Senator Arxen. All right. Could we require that those funds so 
made available must be spent in the United States? 

Mr. Urron. Well, I would think that this would be interpreted 
by IDA and the countries as upsetting its monetary and financial 
stability, because, in effect, what we would be dealing with would be 
pesos or rupees or some form of currency of a foreign country, which 
would have no value per se in the United States but only a possible 
value of acquiring dollars with it. For us to insist that this cur- 
rency be used to acquire dollars would, in effect, be taking a resource 
out of the country which would be contrary to our basic objective of 
our providing resources to that country. 


THREE-WAY AGREEMENT NECESSARY 


Senator Arxen. Could we specify a third country in which this 
money must be spent ? 

Mr. Urron. Well, there would have to be an agreement between 
IDA and the United States and the country whose currency is 
concerned. 

Senator Arxen. The effect of this whole arrangement, if we decided 
to do it, would be to make certain soft currency in the possession of 
the United States available for spending or loans through the Inter- 
national Development Association rather than through bilateral 
agreements? 

Mr. Urron. That is correct, sir. 

Senator Lauscue. Will the Senator yield for just one brief inter- 

ruption? It is on this item. It is section 2, paragraph (a), on page 
28, dealing with supplementary funds, which states: 
Provided that the Association shall not enter into any such agreement unless 
the Association is satisfied that the member whose currency is involved agrees 
to the use of such currency as supplementary resources and to the terms and 
conditions governing the use. 

That is what you are talking about, is that correct ? 

Mr. Upron. That is correct, Senator. 

Senator A1rxen. That would mean the United States would say, 
“unless we reached an agreement, you do not get the money,” the 
additional funds, would it not? Unless we reach an agreement satis- 
factory to us? 
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Mr. Upron. It has to be a three-way agreement in which each party 
is satisfied. 
LOANS FOR HOUSING POSSIBLE 


Senator AIKEN. Otherwise we do not make a contribution. 

Is it contemplated that the International Development Association 
could make loans for housing in a less developed country ? 

Mr. Urron. Well, the question of the type of loans to be made was 
the subject of considerable discussion in the board. Many of the un- 
derdeveloped countries felt that more emphasis should be put on 
loans for social overhead, education, housing, and things of that sort; 
whereas most of the industrialized countries felt that it was more 
desirable to make these loans primarily for specific projects in the 
economic overhead field. 

The actual language used in the charter is “Loans of high develop- 
ment priority,” and this leaves it to the management of the IDA and 
the directors to decide whether a specific loan is of a high develop- 
ment priority in the country concerned. 

I would think that it is certainly possible that there will be per- 
haps pilot projects in housing, but I would think that they would be 
quite limited. and it would not be a very important aspect of whatever 
the IDA might do. 

GUARANTEE PROVISIONS 


Senator Arken. Does this proposed agreement carry any insurance 
prospects with it whereby funds made available by banks or insurance 
companies could be ee rather than making direct loans? 

S 


Mr. Upton. The Association does have the power to guarantee in 
special cases, but presumably if it did guarantee, it would have to 
set aside an equivalent part of its assets in order to back up the 
guarantee. x 

Senator Arxen. In other words, the guarantee would be charged 
against the total capital or available funds of the Association ? 

Mr. Urton. Yes, that is correct. 

Senator Arken. That is all. 

The Cuarrman. Senator Sparkman. 


RELATIONSHIP BETWEEN THE INTERNATIONAL BANK AND THE IDA 
AFFILIATE 


Senator Sparkman. Mr. Upton, on the last page of the agreement, 
a list of the countries is given, part I and part II, 68 of them. Are 
ic identical with the countries that belong to the International 

ank? 

Mr. Upton. Yes, sir. 

Senator Sparxman. And was the agreement negotiated with the 
entire group? 

Mr. Urron. The agreement was negotiated with the directors of 
the International Bank, all of whom together represented all of the 
countries represented there. 

Senator Sparkman. Yes, I see. 

Now, of course, all the way through it is tied to the International 
Bank and is referred to as its affiliate. It seems to me very wisely con- 
nected with the International Bank. However, it also seems to be 
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Senator Arken. That means if we should make $100 million worth 
of Public Law 480 funds available, that we could attach restrictions 
to that loan or contribution specifying for what purpose it might be 
used ? 

Mr. Urton. Well, such restrictions as might be attached would be 
those that were agreed upon between the United States, IDA, and 
the country whose currency was concerned; and the main purpose of 
such restrictions would be undoubtedly to the effect that the currency 
could not be used in a way which would upset the monetary and 
financial stability of the country concerned. 

For example, if we were to take a certain amount of local currency 
and turn it over to IDA and then insist this should be converted into 
dollars, it would obviously be upsetting to the country concerned; 
and so I think this, in a general sense, is to protect the financial and 
monetary stability of an underdeveloped country whose currency may 
be made available under the provisions of this clause. 

Senator Arxen. All right. Could we require that those funds so 
made available must be spent in the United States? 

Mr. Urron. Well, I would think that this would be interpreted 
by IDA and the countries as upsetting its monetary and financial 
stability, because, in effect, what we would be dealing with would be 
pesos or rupees or some form of currency of a foreign country, which 
would have no value per se in the United States but only a possible 
value of acquiring dollars with it. For us to insist that this cur- 
rency be used to acquire dollars would, in effect, be taking a resource 
out of the country which would be contrary to our basic objective of 
our providing resources to that country. 


THREE-WAY AGREEMENT NECESSARY 


Senator Arken. Could we specify a third country in which this 
money must be spent ? 

Mr. Urron. Well, there would have to be an agreement between 
IDA and the United States and the country whose currency is 
concerned. 

Senator Arxen. The effect of this whole arrangement, if we decided 
to do it, would be to make certain soft currency in the possession of 
the United States available for spending or loans through the Inter- 
national Development Association rather than through bilateral 
agreements ? 

Mr. Urron. That is correct, sir. 

Senator Lauscue. Will the Senator yield for just one brief inter- 

ruption? It is on this item. It is section 2, paragraph (a), on page 
28, dealing with supplementary funds, which states: 
Provided that the Association shall not enter into any such agreement unless 
the Association is satisfied that the member whose currency is involved agrees 
to the use of such currency as supplementary resources and to the terms and 
conditions governing the use. 

That is what you are talking about, is that correct ? 

Mr. Upron. That is correct, Senator. 

Senator Arxen. That would mean the United States would say, 
“unless we reached an agreement, you do not get the money,” the 
additional funds, would it not? Unless we reach an agreement satis- 
factory to us? 
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Mr. Upton. It has to be a three-way agreement in which each party 
is satisfied. 
LOANS FOR HOUSING POSSIBLE 


Senator ArkEen. Otherwise we do not make a contribution. 

Is it contemplated that the International Development Association 
could make loans for housing in a less developed country ? 

Mr. Upron. Well, the question of the type of loans to be made was 
the subject of considerable discussion in the board. Many of the un- 
derdeveloped countries felt that more emphasis should be put on 
loans for social overhead, education, housing, and things of that sort; 
whereas most of the industrialized countries felt that it was more 
desirable to make these loans primarily for specific projects in the 
economic overhead field. 

The actual language used in the charter is “Loans of high develop- 
ment priority,” and this leaves it to the management of the IDA and 
the directors to decide whether a specific loan is of a high develop- 
ment priority in the country concerned. 

I would think that it is certainly possible that there will be per- 
haps pilot projects in housing, but I would think that they would be 
quite limited. and it would not be a very important aspect of whatever 
the IDA might do. 

GUARANTEE PROVISIONS 


Senator Arken. Does this proposed agreement carry any insurance 
prospects with it whereby funds made available by banks or insurance 
companies could be guaranteed rather than making direct loans? 


Mr. Urron. The Association does have the power to guarantee in 
special cases, but presumably if it did guarantee, it would have to 
set aside an equivalent part of its assets in order to back up the 
guarantee. 

Senator Arken. In other words, the guarantee would be charged 
against the total capital or available funds of the Association ? 

Mr. Upron. Yes, that is correct. 

Senator Arken. That isall. 

The Cuarrman. Senator Sparkman. 


RELATIONSHIP BETWEEN THE INTERNATIONAL BANK AND THE IDA 
AFFILIATE 


Senator Sparkman. Mr. Upton, on the last page of the agreement, 
a list of the countries is given, part I and part II, 68 of them. Are 
vs Adentical with the countries that belong to the International 

ank? 

Mr. Upton. Yes, sir. 

Senator Sparkman. And was the agreement negotiated with the 
entire group? 

Mr. Urton. The agreement was negotiated with the directors of 
the International Bank, all of whom together represented all of the 
countries represented there. 

Senator Sparkman. Yes, I see. 

Now, of course, all the way through it is tied to the International 
Bank and is referred to as its affiliate. It seems to me very wisely con- 
nected with the International Bank. However, it also seems to be 
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very important to stress the fact that IDA’s operations will be kept 
wholly separate from those of the World Bank despite the close af- 
filiation to the institution. 

Could you very briefly point out the provisions which insure this 
separation ? 

Mr. Upron. I am just looking this up, Senator. This was, I might 
say, also a subject of considerable discussion, and I think that where 
the separation specifically and definitely takes place, and will take 
place, is in the accounting for all of the funds for IDA. 

In other words, this will be managed as a completely separate in- 
stitution from a financial basis, although the management will 

Senator SpaARKMAN. It would have exactly the same personnel, would 
it not ? 

Mr. Upton. There may possibly be additional personnel, but in 
the early days, it will be the same personnel. 

The article which refers to this is article VI, section 6. 

It reads: 

The Association shall be an equity separate and distinct from the Bank and 
the funds of the Association shall be kept separate and apart from those of the 
Bank. The Association shall not borrow from or lend to the Bank, except that 
this shall not preclude the Association from investing funds not needed in its 
financing operations in obligations of the Bank. 

And then the other two paragraphs deal with the administrative 
aspect. 

Senator Sparkman. Yes. In your statement you said that the dan- 
ger was recognized of bad loans driving out good loans, but that this 
would be scrupulously avoided. That will be solely a question of the 
management ; will it not ? 

Mr. Urron. Yes. I think when one speaks of bad money driving 
out good, or bad loans driving out good, it implies a choice on the 
part of the person who takes or receives this money as to which he 
holds on to or which he gets rid of. In this case, there will be no 
choice. It will be entirely a decision of the management as to 
whether a loan should be in hard currencies from the Bank, whether 
it should be from hard currencies repayable on flexible terms from 
IDA, or a combination of the two. 


APPLICATION FOR MEMBERSHIP BY NEWLY INDEPENDENT COUNTRIES 


There will be no opportunity for the borrower to go to one or the 
other, because the management will be identical. 

Senator SparKMAN. Just one other question. Certainly, Africa, 
south of the Sahara and north of the Union, contains many under- 
developed countries that urgently are in need of capital. Yet only 
two or three tropical African countries are members of IDA, whether 
because of lack of independent status or for other reasons. Presum- 
ably, colonial powers will be able to make arrangements compre- 
hending their African territories; but what would happen to such an 
arrangement when a territory should become independent ? 

Mr. Urron. Well, the dividing line as now made is that if a coun- 
try is an independent country and is a member of the Bank, it is now 
pligible to join IDA. However, in the IDA agreement, I would like 
to refer you to article XI, section 3: 


By its signature of this agreement, each government accepts it both on its 
pwn behalf and in respect of all territories for whose international relations 
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such government is responsible except those which are excluded by such govern- 
ment by written notice to the Association. 

So that as long as a country was responsible for the international 
relationships of one of these African territories, it would be included 
under the articles of the Association. 

Senator Sparkman. I assumed that in my question, but I said, 
“What happens when that territory becomes independent?” Is there 
an arrangement whereby it could be taken in? 

Mr. Upton. We would hope that such a country on becoming inde- 
pendent would make application to join the Bank, and we already 
have this with Ghana, which, a short while after it became independ- 
ent, became a member of the Bank and therefore eligible to join IDA. 

Senator Sparkman. In other words, any country which is not in- 
cluded may at some future date come in on its own volition ? 

Mr. Urron. That is correct, yes. 

Senator Sparkman. If it comes into the Bank, is it automatically a 
member of IDA and vice versa ? 

Mr. Urron. No. It cannot become a member of IDA unless it be- 
comes a member of the Bank. 

Senator SparkMAN. But could it be a member of the Bank and not 
be a member of IDA ? 

Mr. Upton. Yes, it could be, but I think particularly in the case of 
an underdeveloped country, it would wish to become a member of 
IDA as well. 

Senator Sparkman. Thank you, Mr. Chairman, that is all. 

The Cuarrman. Senator Carlson. 


STUDY ASKED FOR ON STATUTES 


Senator Cartson. Mr. Upton, the Senator from Vermont, Mr. 
Aiken, discussed with you at some length the availability or use of 
funds secured from the sale of agricultural products through Public 
Law 480 for the International Development Association, and I noticed 
in the Secretary’s statement which you read, and I am going to read 
it: “By agreement in future sales contracts, these resources can be made 
available in part to IDA.” 

Now, I think you replied to the Senator from Vermont that you 
thought that you had statutes that would permit you to make these 
arrangements without any further congressional action; is that 
correct ? 

Mr. Upton. Well, Senator, we think this may be so, but we also feel 
that this matter should be clarified, and that is the reason that the 
introduction of special legislation on this is now under intense study 
and we hope that something will come out of this within the next 
few weeks. 

Senator Cartson. Well, I am not too familiar with this particular 
act, but it is an important act from an agricultural standpoint, and I 
would question whether you have it, and therefore I would sincerely 
hope you would make a study, and, as the chairman suggested, if there 
i be any provisions written into it, we should know it in advance 
at least. 

Mr. Upton. Yes. Thank you, Senator. 

Senator Cartson. Just one or two questions. 


53635—60——3 
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INTEREST RATES ON IDA LOANS 


Now, we have several agencies that are going to loan money and are 
loaning money to these countries in various capacities: The Interna- 
tional Bank, the Export-Import Bank, and the Development Loan 
Fund. These loans are based, that is, the rate of interest is based, upon 
the cost of the operation of the agency and the cost of securing the 
money; is that correct? 

Mr. Urron. Well, this is true in all cases but one, and that is the 
Development Loan Fund which received its money from appropria- 
tions which, of course, in turn, have to be raised by taxes or by bor- 
rowing. The DLF has one category of loans at a rate which now is 
and has been for some time, 314 percent. That is for so-called economic 
overhead projects. 

However, when they get into any type of project which is a profit- 
making project, such as an industrial company, then the considera- 
tions which you have stated apply. Their rate would then be 5% 
percent. 

Senator Cartson. The question I wanted to ask based on your re- 
ply is this: What will be the interest rates under the International 

evelopment Association? Will they be so much more favorable than 
those of existing loaning agencies that everyone will try to get into 
the International Development Association ? 

Mr. Urron. Well, Senator, there has been no determination either 
of rates or of methods of repayment. In other words, loans could be 
made in hard currencies, repayable in soft currencies. They could be 
made in hard currencies, repayable over a long period of time in hard 
currencies. They could be made at normal rates of interest or low 
rates of interest. But I think that it is obviously the desire of the 
United States, and I am sure of other countries, and I speak from my 
knowledge of these negotiations, that a situation should not arise 
where this agency was, in effect, competing on the basis of terms with 
the Development Loan Fund. 

We would also hope, so far as the United States was concerned, to 
coordinate and to express our views on this through the authority of 
the National Advisory Council and through the U.S. membership on 
IDA. 

Senator Carson. You stated, I believe, that these loans will not 
be available if private capital is available. 

Mr. Urron. That is correct. 


AUTHORITY FOR ACCEPTING OR REJECTING LOANS 


Senator Cartson. Assuming that someone makes an application for 
a loan, who will accept or reject it? Will you start in with the Inter- 
national Bank and go on down through all these agencies until we 
get to this International Development Association? Who determines 
who will get this loan ? 

Mr. Upton. Well, this is always a difficult question to answer, both 
in practice and theory. But as far as the Bank and the International 
Development Association are concerned, this will be determined by 
the identical management of both institutions. 

Now, as between those institutions—and, for example, the Develop- 
ment Loan Fund and the Export-Import Bank—a significant consid- 
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eration is the country of procurement, because the Export-Import 
Bank entirely and the Development Loan Fund to a very large ex- 
tent, make loans only for the procurement of American goods. The 
International Bank, as you know, has competitive international bid- 
ding. So that where the buyer or borrower wishes to purchase in the 
United States, he will come to the Export-Import Bank. If he 
wants to purchase in the open market, free bidding, he will come to 
the World Bank. I would think to some extent at least this same 
relationship would hold true as between the Development Loan Fund 
and the IDA. 

However, the DLF and the World Bank coordinate and cooperate 
closely together. They have several loans in common. 

Senator Cartson. As one member of this committee, Mr. Upton, who 
is very much in favor of making loans available to these countries, 
either developed countries or less developed, rather than grants-in- 
aid, I sincerely hope that the program will work out satisfactorily. 

Mr. Urton. Thank you, Senator. 

Senator Cartson. Thank you, Mr. Chairman. 

The Cuairman. Senator Lausche. 


PROPORTIONATE CONTRIBUTION OF THE UNITED STATES TO THE IDA 


Senator Lauscue. The proportionate contribution of the United 
States to this new Association is related identically to the contribu- 
tions that we have made to the World Bank and the Monetary Fund, 
or is there a disparity ? 

Mr. Upton. Well, there is a very minor fractional disparity with 
respect to the World Bank, but it is purely technical in nature and is 


of no importance. 

Senator Lauscne. Then can it be said that generally our propor- 
tionate contribution is about 33 percent ? 

Mr. Upton. Well, actually to this institution our total contribution 
is 32 percent of the total. 

Senator Lauscne. Is it proper to say that the proportionate con- 
tribution of the United States to the World Bank, to the Monetary 
Fund, and this Development Association, is in the neighborhood of 
about 32 percent ? 

Senator Arken. Will the Senator yield? That 32 percent would be 
the amount that we would contribute in the event that everybody in 
class I and IT paid up. 

Senator Lauscie. Yes. 

Mr. Urron. Yes, that is quite correct. 

That is, it is approximately so. I do not have the exact figures for 
the other institutions. 

Senator Lauscur. Now, pursuing the thought raised by Senator 
Aiken, if we subscribed fully as recommended, and if this Association 
is to go into operation when 65 percent, I think it says, is subscribed, 
then our proportionate subscription would be greater ? 

Mr. Urron. Yes, it could be. 

Senator Lauscie. And therefore if we subscribe in accordance with 
the recommendation, and the Association is allowed to go into busi- 
ness when 65 percent of the total contemplated subscri ipo have been 
made, we would be contributing more than 32 percent ? 

Mr. Upron. If only 65 percent have been made, Senator. 

Senator Lauscuer. Yes, that is correct. 
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GUARANTEE FOR THE FREE FLOW OF COMMERCE 


Now then, let us get to the further pursuit of the thought raised by 
Senator Aiken with regard to section (f) on page 31. Itsays: 

The Association shall impose no conditions that the proceeds of its financing 
shall be spent in the territories of any particular member or members. 

Is that language inserted into this agreement for the purpose of 
preventing the Association from directing the flow of international 
commerce ¢ 

Mr. Upton. Well, I do not think I have ever heard it expressed in 
quite that way. I think that it has always been one of the principles 
of the World Bank that bidding for any of the projects which are 
financed should be free and competitive on a free world basis, and 
this is the reflection or that same policy in the International Develop- 
ment Association. 

Senator Lauscue. If the Association sought to direct a borrower, 
let us say Thailand, to buy its goods in the United States for a par- 
ticular project, under the terms which I just read, that would be 
invalid? 

Mr. Urron. That is correct. 

Senator Lauscue. So that to that degree it does intend to guarantee 
the free tlow of commerce insofar as the use of these loan funds may 
be concerned ? 

Mr. Urrton. Yes, I think that is correct, Senator. I would put more 
of the emphasis on procurement than possibly on commerce, but with 
that minor reservation, I would agree with you. 

Senator Lauscue. Yes. Again it is a matter of semantics, they are 
both commerce. 

Mr. Urron. Yes. 

Senator Lauscuer. Now, going to the next sentence: 

The foregoing shall not preclude the Association from complying with any 


restrictions on the use of funds imposed in accordance with the provisions of 
these articles. 


PROVISIONS LIMITING THE RIGHT TO LOAN 


Now, stopping at that point, where in the articles are there any 
? a point, 
1 


provisions which limit the right to loan, and attach conditions? 
Mr. Urton. Well, specifically, in article IV, section 1. Now, that 
reads: 


Currency of any member listed in part II of schedule A— 
that is the underdeveloped countries— 


whether or not freely convertible, received by the Association pursuant to article 
II, section 2(d), in payment of the 90-percent portion payable thereunder in 
the currency of such member, and currency of such member derived therefrom 
as principal, interest or other charges, may be used by the Association for admin- 
istrative expenses incurred by the Association in the territories of such member 
and, insofar as consistent with sound monetary policies, in payment for goods 
and services produced in the territories of such members and required for proj- 
ects financed by the Association and located in such territories. 


Senator Lauscue. I think you can stop right there. I think that 


answers the question so far as I am concerned. 
Mr. Upton. Thank you. 
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RESTRICTIONS ON USE OF FUNDS 


Senator ArkEN. Can I just make another suggestion? Could a con- 
tributing member make that contribution with the restriction that 
none of those funds should be used by the borrower for making pur- 
chases in a Communist country? There must be a purpose in putting 
this escape clause in there, and what we want to know is what it is. 

Mr. Urron. Well, I think that is covered by article V, section 1(f), 
where it says: 

The Association shall impose no condition that the proceeds of its financing 
shall be spent in the territories of any particular member or members. 

This does leave it open to the Association to put restrictions for the 
purchase of goods in the areas of any nonmembers. 

Senator ArKEN. Because someone in the Senate is certainly going 
to get up and say, “How much of this is going to Khrushchev?” I 
will almost guarantee that. 

Mr. Urron. This provision is so worded to refer to the members, 
and the clear implication of it is that the Association may make re- 
strictions with respect to the purchases of goods in nonmember areas. 

Senator Arxen. The Association may make the restrictions, but 
those restrictions can be insisted upon by a contributing member? 

Mr. Upron. With respect to any of the so-called supplementary re- 
sources, this could be included in the agreement under which these 
were made available. 

Senator Arken. That sentence does not say “supplementary re- 
sources.” 

Mr. Urron. Well, at the bottom it says—— 

Senator Arken. It says: 


including restrictions attached to supplementary resources. 
Mr. Upton. It says: 


The foregoing shall not preclude the Association from complying with any 
restrictions on the use of funds imposed in accordance with the provisions of 
these articles, including restrictions attached to supplementary resources * * *. 

In other words, if such restriction exists in a supplementary re- 
source, the Association may comply with it. 

— AIKEN. It also includes the initial contribution, does it 
not 

Mr. Urron. Yes; but that would come under the first sentence, 
however. 

Senator Lauscue. To clarify that. That would apply only to 
nonconvertible currency, the second clause ? 

Mr. Urton. The second clause. But the first clause applies to 
everything else. 

The first clause is a general as well as quite a specific clause, and 
then the exceptions to this are found in the second clause. 


LIMITATIONS ON THE USE OF LOCAL CURRENCY 


Senator Lauscue. Now, getting to supplementary resources, are 
you, Mr. Upton, familiar with the limitations that are imposed upon 
our country in the use of local currency, and if you are, how does our 
position become improved by placing the local currency with the 
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consent of the country that has issued it in this Association. There 
are certain limitations upon our right to use local currency under 
the provisions of Public Law 480. Is our effort expanded when we 
take the local currency, say, of Thailand and put it into the Asso- 
ciation ? 

Mr. Urron. We would think these rights are probably not ex- 
panded, Senator. - 

Senator Lauscne. So that they would remain identical. When we 
sell grain to a foreign country and agree to take their soft currency, 
we say, “We will not take it out of your country, we will leave it 
there, we will loan it to you for development projects.” There may 
be more than that. 

Mr. Urron. I would not say they were identical; I would say they 
remain very definitely within the legislation and also within the 
spirit of the act, but by making them available to IDA, they may be 
used on different types of projects, IDA projects, possibly projects 
which would not otherwise have been developed. 

So I do not think I would say identical; I think I would say paral- 
lel. 


Senator Lauscue. Well, they are parallel. 
WIDER SELECTION OF USES FOR LOCAL CURRENCIES 


For the purpose of the Senate as a whole, will you point out by 
illustration how the expanded use of them becomes authorized if they 
are loaned through public law or through this Association, as dis- 
tinguished from keeping them in the status that they are now in? 

Mr. Urron. Senator, some of the interest in and early support for 
IDA in the United States arose from the belief that beneficial addi- 
tional uses for local currencies held by the United States could be 
made through such a multilateral institution. Indeed, the effective- 
ness of local currencies by the IDA as set forth in its articles of 
agreement is one of its important aspects. We believe, therefore, that 
the IDA in providing a wider selection of uses for Public Law 480 
currencies will be of benefit to the countries whose currencies would 
be involved, to the IDA and its objectives and also to the United 
States. To the extent that Public Law 480 currencies may be used 
through IDA to defray local costs of projects which would otherwise 
be financed in hard currencies, dollars and other hard currencies will 
be conserved. 

Senator Lauscue. You are restating what you said a moment ago, 
but illustrate it. I would like to see how the use would be widened or 
expanded under the Association’s loan as distinguished from the 
present status of local currencies? 

Mr. Upton. Well, I think there is a significant portion of this cur- 
rency which is loaned back or in some cases granted back, to the 
country itself, sometimes for rather general purposes. Now, if a 
portion of this were under an agreement with the country and our- 
selves and IDA, transferred to IDA, then we could be assured that 
in the use of these funds the judgment and the wisdom and the man- 
agement of the World Bank and IDA would be behind the selection 
of the specific pepe: for which these would be used rather than this 
possibly being based on a rather general agreement with the country 
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receiving this currency with respect to the portion that has been loaned 
or in some cases granted back to it. 

Senator ArkeNn. Will the Senator from Ohio yield? 

Senator Lauscue. Yes, I will yield. 

Senator Aken. There is this: If it is a bilateral arrangement for 
the use of these funds, the United States has control over their use and 
the United States, to a certain extent, at least, could expect to recover 
part of it through new business. 

But turning it over to the IDA, it is anticipated that any borrower 
from IDA would do business where they could do business best. The 
United States is already priced out of the market in a great many 
fields, and that is why I am trying to find out if the United States 
can make restrictions to protect itself. 

Mr. Urron. Let me try to clarify my remarks. These local cur- 
rencies have a very restricted value in international commerce. In 
other words, to make these local currencies available for purchase in 
the United States or in England or Germany, or any of the industrial 
countries, would, in effect, mean that the country concerned would 
have to take its local currencies and give us or IDA dollars or hard 
currencies for them, and this is not contemplated. 

It is stated here in the articles that it would be expected that the 
use of the local currency resources provided by the countries them- 
selves will be limited to IDA-financed projects within the country, 
and also to an agreement with the country for a wider use. Now, this 
does not so state with respect to Public Law 480 resources, and that 
will rest on a separate agreement. 

We would consider that the same consideration would have to be 
given to the economy of the country and the sound financial policy 
of the country. 

I think that what you were referring to is more appropriate for the 
hard currencies that are contributed to IDA’s capital than to the soft 
currencies which would not generally be converted in any case. 

Senator Arken. Don’t we have bilateral agreements with many 
countries for irrigation projects, and things like that, in which we 
either use the soft currency, or we would have to give up the project, 
or use dollars for the same ? 

Mr. Urton. That is correct. 

Senator Arxen. And in those arrangements, like Vietnam, for in- 
stance, aren’t we providing that certain percentages, a fairly high 
percentage, of these loans must be spent in the United States ? 

Mr. Urron. But not the local currency; that would not be available 
for spending in the United States. 

Senator Arken. Yes, Vietnam was not a good example of that, be- 
cause the local currency may be spent in Vietnam. 

Mr. Urton. Yes. 

Senator Arxen. But the dollar loans have to be spent in the United 
States, as I understand it ? 

Mr. Urron. Yes. 

Senator Arken. But all I want is to make sure that the United 
States is protected so that we are not subsidizing our keenest competi- 
tion. 

Mr. Urron. Well, I think the answer to that, Senator, is to be found 
in the nature of this institution. We do protect ourselves in the 
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Development Loan Fund and in the Export-Import Bank, because 
the United States is the sole contributor to the capital and resources 
of these institutions. 

Senator Arken. Yes. 

Mr. Upton. But this is an institution where there is an international 
contribution from all of the member countries, and where the contri- 
bution of the United States is sigiificantly less than half. 

It has always been the practice in international institutions to have 
free bidding and free competition, and the United States has always 
received a share of this free bidding. This is the practice that is 
anticipated will be carried on in IDA, if for no other reason than its 
close association with the Bank and the bidding practices of the Bank. 

Senator Arken. That is all. 

Senator Lauscue. Let me pursue it from a different flank now. 


USE OF SOFT CURRENCY 


We—the subscribing nations in part I—have to pay our subscrip- 
tion either in gold or hard currency; isn’t that correct? 

Mr. Urron. Yes, sir. 

Senator Lauscne. And the original subscriptions, if all are vital- 
ized, will be in the sum of a billion dollars. 

Mr. Urron. In both, in all currencies. 

Senator Lauscne. Yes; in all currencies. 

Then the articles provide for supplementary subscriptions, and that 
is where we would subscribe our soft currencies ? 

Mr. Urron. Supplementary resources. 

Senator Lauscue. Supplementary resources. 

Mr. Urron. Yes. 

Senator Lauscur. Now, viewing it coldly, is the channeling of soft 
currency in this Association widening the use of the soft currency 
by merely becoming a member of this ? 

Mr. Upron. No; it is not widening the use by merely becoming a 
member of this, because each transfer of soft currency from United 
States holdings has to be a separate transfer negotiated and agreed 
upon and by becoming a member of this we only agree to subscribe 
to the hard currency portion. 

Senator Lauscue. But there would be no sense in channelizing the 
money into this Association unless a wider use of the soft currency 
were made. 

Mr. Upton. Ora more effective use. 

Senator Lauscue. Well, let’s put it this way: By subscribing in a 
supplementary way, we will definitely, through our membership, be 
authorizing a changed use of the soft currency. 

Someone is going to ask before we get through: “Aren’t you just try- 
ing to find some widened and new use of a plethora of soft currency ?” 
Somebody will have to be able to answer this question. 

Mr. Urron. Well, I am a little confused as to whether this is being 
approached from the legal point of view, or the actual end use. 

From the legal point of view, our acceptance of membership in 
the Association does not authorize a changed use of local currency; 
it does make an additional channel available for such uses as are 
authorized. As I indicated, we think this use is authorized but may 
require further clarification. 
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But with respect to the end use of this local currency we would 
think that by making this available to finance IDA-financed projects, 
as well as what had been financed previously just by the United States 
on a bilateral basis, that it would be making a wider use of these 
currencies. 

Senator Lauscue. If you can possibly do it, I would like to have 
you illustrate how the widened use would become effective. That is all 
[have to offer. 

The Cuairman. I wonder if the committee would mind. We have 
had the Under Secretary of State waiting here for quite some time, 
and I know he has a great deal to do. I wonder if we could not 
suspend our questioning of this witness and ask him to be available on 
Monday when we will have another hearing on this. I believe this 
would be better than to try to get the Under Secretary back. We are 
interested in the conservation of his time, because we are very con- 
scious of the need of the administration to have the full services of 
the Under Secretary downtown. Would that be agreeable, if we could 
suspend? Would the Senator from Idaho mind if we suspend with 
this witness and return to him on Monday ? 

Senator Cuurcu. Mr. Chairman, I certainly would not mind, be- 
cause the request is predicated upon accommodation of the Under 
Secretary of State. 

The Cuatrman. It is so late that I am afraid if we don’t take him 
now, I don’t know when we will get him back. 

We will have Mr. John McCloy and other public witnesses on Mon- 
day, and I am sure either Mr. Upton, or perhaps the Secretary, would 
be available then for further questions. 

Would that be agreeable? 

Senator Cuurcu. That is agreeable with me, Mr. Chairman. 

The Cuamman. Would you mind doing that, Mr. Upton? Could 
you be available on Monday ? 

Mr. Urron. Yes, sir. 

The CuarrMan. The next witness has been here for an hour, and I 
think we ought to give him a chance to say something. Mr. Dillon, 
would you come forward. You have some comments to make on this 
legislation. 

I may say that Mr. Dillon had a good deal to do with the original 
consideration of the resolution in the Banking and Currency Com- 
mittee, and did very much to enlighten that committee on the signifi- 
cance of this proposal. I thought perhaps it would be useful for the 
committee to have him here to give us his views on it. 

Mr. Dillon, will you proceed please. 


STATEMENT OF HON. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE 


Mr. Ditton. Mr. Chairman, I have a brief statement which I will 
read, if you would like me to. 

The Cuarrman. Why don’t we put that in the record. Then we 
could ask you a few questions. 

Mr. Ditton. Yes, I would prefer that. 

The Cuarrman. I think maybe in deference to the members who 


have been sitting here, I might start with the Senator from Idaho and 
let him start with this witness. 
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Senator Cuurcn. Thank you very much, Mr. Chairman. I appre- 
ciate the opportunity, particularly in view of the fact I have a lunch- 
eon engagement for which I am already late. 

Mr. Secretary, you have been following the questions that were 
asked heretofore of the last witness, Mr. Upton. 


LOANS BY THE IDA TO BE LARGELY IN HARD CURRENCY 


Following that line of questions, I note that the original subscrip- 
tion to the IDA will consist, very largely, of hard currency. I would 
roughly calculate that something over 80 percent of the original sub- 
scription would be in hard currency. 

Now, would that not mean that about 80 percent of the loans to 
be made by the IDA would have to be made in hard currency ? 

Mr. Ditton. The actual figure is about 7814 percent of the resources 
of the IDA—assuming everybody comes in and takes their full 
quota—would be in hard currency, and these hard currencies would 
be the resources that would be loaned. 

It would not necessarily mean that every loan was made in that 
proportion. One loan might be made entirely in hard currency. 

Senator Cuurcn. True. But I mean in the overall business done 
by the IDA, the loans would largely be made in hard currency ? 

Mr. Ditton. That is correct. 

Senator Cuurcu. Because the resources of the IDA would largely 
consist of hard currency ? 

Mr. Ditton. That is correct. 


FINANCIAL ADVANTAGE OF IDA 


Senator Cuurcn. Now, in the excellent original presentation of 
Mr. Upton I gathered that the chief advantage of IDA would be its 
capacity to make loans of a kind that the Export-Import Bank, or 
the World Bank, could not make owing to the higher operating costs 
and the nature of the financing of the Export-Import Bank and the 
World Bank. 

The IDA could make loans of the longer term and at a lower inter- 
est because its operating costs would not be so high. Is that a proper 
statement ? 

Mr. Ditton. That is correct. 

Senator Cnurcu. Now, is that due to the fact that the capital con- 
tributed to IDA is grant capital ? 

Mr. Ditton. That is the basic reason. 

Actually, the costs of the funds that are contributed to the Export- 
Import Bank also come from the U.S. Treasury, but they are made 
available for the purpose of stimulating our own exports, and the 

olicy has been that those loans should carry an interest rate that 
is based on the cost of money to the U.S. Treasury. 

In the case of the IDA, their funds would also come from govern- 
ment contributions and not, as in the case of the World Bank, from 
the sale of bonds in the private market. 

It is contemplated that every so often, the charter contemplates 
at least every 5 years, there would be a meeting of the member coun- 
tries to consider whether or not to replenish the resources of the fund, 
because they would be used up. 
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Senator Cuurcu. But there would be no obligation upon the IDA 
to repay any of the capital subscribed therein ? 

Mr. Ditton. No; there is no obligation to repay it and the purpose 
of it is to make available loans on flexible terms, and there is even a 
provision that this might be at no interest at all, zero interest rate. 


USE OF PUBLIC LAW 480 FUNDS 


Senator Cuurcn. Now, with respect to the supplementary resources, 
which were the subject of the earlier inquiry, if Public Law 480 funds 
were used, soft currency, it is my understanding that under Public 
Law 480 the United States may loan back to the country involved 
local currency to the credit of the United States that has been ac- 
cumulated as the result of the sale of grain to that country. 

Mr. Ditton. That is right. 

Senator Cuurcu. But these transactions take the form of loans 
and the country involved is obligated to repay the money. If this 
money were to be made available to the IDA under a three-part 
agreement, would this supplementary money be extended to the ID 
on the basis of a loan, and would that supplementary money have to 
be repaid to the creditor, the United States, as would normally be 
the case if it were handled as a 480 matter? 

Mr. Ditton. It is my understanding that it would not. The United 
States would get a certificate indicating that they had made this sort 
of contribution, but it would not be a loan that would bear interest 
and would have to be repaid. 

Now, as far as Public Law 480 is concerned, there is also a provision 
in Public Law 480 where grants can be made under a waiver procedure, 
and we do make considerable grants out of Public Law 480 funds 
for economic development. 

Senator Cuurcu. So for that reason you feel that—— 

Mr. Ditton. This would be comparable. 

. Senator Cuourcu. This would be within the framework of existing 
aw ? 

Mr. Ditton. Well, our feeling is that actually the existing law 
provides that you can make these loans and grants either to countries 
or to international organizations. 

That law was written some time ago when IDA had never been con- 
templated, but that is why, technically, it probably is the case that we 
already have the authority to use this. But since IDA is a new idea, 
and it is something where this might really be used, whereas it has 
never been used for this purpose before, we thought it might be better 
to get specific authorization by an amendment to Public Law 480. 

Senator Cuurcu. I just have one other question, Mr. Secretary. 


SHIFT OF EMPHASIS ON LOANS TO LESS DEVELOPED AREAS 


It seems to me that, ironically as it may be, a hot war will stimulate 
tremendous progress in the industrial and scientific fields, even in the 
medical field, that afterward has a very constructive and beneficial 
effect. The cold war may also have a stimulating effect by increasing 
the degree of governmental participation in financing the development 
of the underdeveloped countries of the world that might not have 
otherwise taken place for a long, long time to come. 
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But the motivation is the cold war. The motivation for our foreign 
aid program and for the participation on the part of the United States 
in hanes international banks has been, at least in large part, due to 
the cold war and our anxieties concerning them. 

Now, having in mind that the World Bank was originally estab- 
lished at the time when the economy of Western Europe was broken 
and wasted in the wake of the war, and the change, the rather dramatic 
change of conditions that has since occurred, to what degree has the 
focus of the World Bank’s loaning shifted to the underdeveloped parts 
of the world? 

What I mean to get at is to what degree do the established banks 
now attempt to assist in the financing of the development in the under- 
developed areas of the world which is the objective of IDA? 

Has there been a shift in their emphasis and in their loans in recent 
years? 

Mr. Ditton. Yes. The title of the World Bank is the International 
Bank for Reconstruction and Development; and their original loans 
were to European countries for reconstruction. 

After a short period, a 2- or 3- or 4-year period, their loans have 
been entirely for development. However, they have made, and do 
make, some development loans in countries that we would consider 
highly developed countries, such as Australia, or Belgium, or Japan, 
recently ; but, certainly the great bulk of their loans are made for the 
purposes of development in countries we would consider underde- 
veloped. 

However, they are limited by the capacity of these underdeveloped 
countries to repay their hard loans in hard currency, convertible cur- 
rency, over the period of time that is required, which would be 15 to 
20 years maximum, and at an interest rate which is set by the cost of 
money which is now about 6 percent or higher. Six and a quarter 
percent is the current World Bank rate. 

Senator Cuurcn. Would it be fair to say if IDA is established, 
and our participation in it is ratified and approved, that the newly 
established IDA and the World Bank and the International Monetary 
Fund all will be working together, and their effort would be focused 
toward the underdeveloped areas of the world ? 

Mr. Ditton. I would say that is correct. Less so with the Interna- 
tional Monetary Fund, because an important purpose of the Fund is 
to preserve orderly exchange markets and their funds are available for 
developed countries, as well as underdeveloped countries, when they 
get into trouble, as for instance, their loans to England and to France 
in the last few years, which helped them over difficult situations, and 
are being rapidly paid off. 

Senator Cuurcu. Thank you very much, Mr. Secretary. 

I have no further questions, Mr. Chairman. 


EFFECT OF THE IDA REQUEST ON THE MUTUAL SECURITY ACT 


The Cuarrman. Mr. Secretary, have you considered that the pas- 
sage of IDA might in some way prejudice the fate of the MSA which 
will be following very shortly hereafter ? 

Mr. Dit10on. I would hope there would be no such effect. The 
effect on the current budget of the United States would be some $73 
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million, which is all we would be contributing to this, which is not very 
significant compared to the sums that are needed and that we are 
requesting in the MSA legislation. 


THE DIFFERENCE BETWEEN THE IDA AND OTHER INSTITUTIONS 


The Cuatrman. Do you feel there are sufficient grounds to dis- 
tinguish the purpose on the one hand, and the impact on the other, of 
these two different measures so that they will not be considered as 
duplicating functions? 

Mr. Drtxon. I think they are very similar; there is really very lit- 
tle difference, if any, between the objectives in the way IDA will oper- 
ate and the way our own Development Loan Fund operates. 

The purpose of IDA is to find a method to obtain substantial contri- 
butions from other countries able to contribute and join with us in a 
multilateral effort. 

So this carries out, to a certain extent, the efforts that we are 
making all the time to get other industrialized countries that are 
able to do so to carry a larger share of the development burden. That 
is the fundamental difference, rather than the types of things we are 
doing. 

The Cuarrman. Senator Aiken, do you have a question ? 

Senator Arken. No; I thought Senator Williams was next. 

The Cuarrman. I am sorry. I should have called on you before, 
Senator Williams. 

Senator Wittrams. Mr. Chairman, I do have a couple of questions, 
but I would just as readily direct them to Mr. Upton on Monday, and 
would just as soon do it and save the time of the committee. 

The Cuatrman. You go right ahead. I apologize; I overlooked 
you sitting there. I went to the end over there. 

Senator Witi1AMs. That is all right. But how long did you want 
to continue? My questions can just as readily be asked Monday. I 
can carry them over. 

The Cuarrman. Well, you can reserve the ones you think are ap- 
propriate. Don’t you think you have one that this witness is especially 
qualified to answer ? 

Senator WitiriaMs. I think either of them can answer the questions 
I want toask. I would just as soon have it go over to Monday. 

The Cuarrman. Senator Lausche, then. 


PROPORTION OF PUBLIC LAW 480 GOODS COVERED BY SALE OR BY 
BARTER 


Senator Lauscuz. Do you have in mind the proportion of the 
surplus foods that have been distributed under Public Law 480 that 
are covered by the gift provision in case of famine emergency, and the 
proportion that are covered by sales, and the proportion that are cov- 
ered by barter? Do you have that immediately available ? 

Mr. Ditton. Not immediately. The amount by sales is far larger 
than the amount that is under title II by gift, but we will have to give 
you an accurate figure. We can easily supply that for the record. 
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(The information referred to is as follows :) 


Export market value of erports of U.S. farm products under Public Law 480 for 
period fiscal year 1955 through fiscal year 1959* 


Title Millions of Percent 
dollars 


NNN 5 oi civciian asics etenkdancuassvddipeddbekutuductdahbectonsnddsaena 2,811 
Title II (emergency relief) 410 
Title III: 

(a) Barter 

(0) Donations 


100 


ee Mya Semiannual Report on Activities Carried on Under Public Law 480, 83d Cong., as Amended,” 
table III, p. 5. 


Senator Lauscue. My recollection is that the total amount that has 
been distributed is about 914 billion and that about 514 billion is in 
the sales. The smallest proportion, or share, is in the gift, and the 
second is in the barter. 

You stated a moment ago that we have distribu‘ed by wav of gift 
a lot of the currency, or was it the food that you had in mind? 

Mr. Ditton. No; it was the currency, Senator. It isn’t a large 
amount, but we are beginning to do it somewhat more now in the case 
of countries where we have a large accumulation of currency that 
can’t possibly be used for our own use. 

When we try to lend this currency, our use of it is pretty well 
restricted to projects of immediate economic value; but if we wanted 
to help a country with a school system, building a hospital, building 
some roads for which you could not see an immediate return, it is, we 
feel, a sounder practice to contribute those funds on a grant basis to 
the country concerned. The President has delegated to the Bureau 
of the Budget the authority to approve such grants. 

Senator Lauscue. To the nations that issue the currency ? 

Mr. Ditton. That iscorrect. Only to them. 

Senator Lauscne. Is it envisioned that under the IDA that this 
soft currency might be loaned to other than the issuing country ? 

Mr. Ditton. No, sir; I don’t think so. There is a possibility that 
it could be under agreement, but it is not really 

Senator Lauscnue. Very remote? 

Mr. Ditton. Very remote. 


PURPOSE OF CHANNELIZING FUNDS THROUGH THE IDA 


Senator Lauscue. Then what is the purpose of channelizing it 
through the IDA ? 

Mr. Ditton. The only purpose, Senator, would be that it would 
somewhat simplify a financial transaction by the World Bank which 
would involve both hard currencies and soft currencies, because if it 
was in the IDA, they could make one loan agreement by the World 
Bank and the IDA, which is the same organization, and it would be a 
simple transaction; whereas, otherwise, it would be a question of 
correlating the operations of the World Bank, a multilateral institu- 
tion, and the United States on a bilateral basis, and we would have to 
go in and make a bilateral loan of the amount of local currency that 
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was needed at the same time as the World Bank made their own loan 
of hard currencies. 


That could be done, but it is somewhat more complex. 

Senator Lauscur. Then, acquiring the advantage of the entire loan 
being made by the World Bank, the only difference that exists would 
be that in the one event we would get the money back if we made the 
direct unilateral loan, but when we capitalize it through the World 
Bank, we don’t get it back. 

Mr. Ditton. I think that would be correct, if it were a loan. 

Senator Lauscue. This would enable us to give the money away. 

Mr. Ditton. That is correct. It would be similar to the grant 
process that we now operate under. 

Senator Lauscne. Will this S. 3074 authorize the giving of this 
soft currency tothe IDA? 

Mr. Ditton. It is not specifically authorized in there. As I stated 
in answer to, I think, Senator Church’s question, we think that under 
the Public Law 480 legislation, as presently written, we probably 
technically have the right to do that anyway, but in view of the fact 
that this 1s really something that was not contemplated at the time 
that legislation was passed, we are considering and, I think, probably 
will suggest, an amendment to the Public Law 480 law that will 
specifically provide this authority. 

Senator Lauscne. Would you supply, or have one of your assistants 
supply, the language in present Public Law 480 which authorizes you 
to dispose of the soft currency by gift? 

Mr. Ditton. Yes, sir; we will. 

(The information referred to is as follows :) 


Section 104 of Public Law 480 authorizes the President to use or enter into 
agreements with friendly nations or organizations of nations to use the foreign 
currencies Which accrue under title I of the act for one or more of 18 enumerated 
purposes set forth in subsections (a) through (r) of section 104. 

In the case of some of these “uses,” authority to transfer by grant foreign 
currencies accruing under the act is expressly provided by the language of the 
subsection itself. This is true of section 104(0) which provides that foreign 
currencies may be used— 

“(o) For providing assistance, in such amounts as may be specified from time 
to time in appropriation acts, by grant or otherwise, in the expansion or opera- 
tion in foreign countries of established schools, colleges, or universities founded 
or sponsored by citizens of the United States, for the purpose of enabling such 
educational institutions to carry on programs of vocational, professional, scien- 
tific, tec-hnological, or general education ;”. (Emphasis added.) 

In the case of certain other “uses,” authority to transfer by grant foreign 
currencies accruing under the act may be implied from the language of the ap- 
picable subsection. This is true, for example, of section 104(c) which provides 
that foreign currencies may be used— 

“(e) To procure military equipment, materials, facilities, and services for the 
common defense ;”. 

The “use” most relevant to the question of possible transfer by grant of for- 
eign currencies accruing under the act to the IDA is section 104(e) which 
provides in relevant part that foreign currencies may be used— 

“(e) For promoting balanced economic development and trade among na- 
tions * * *;” (This subsection also contains the Cooley loan provisions which 
are not pertinent to the question raised. ) 

That grants of foreign currencies may be made under this subsection is 
expressly recognized by the first of the three final provisos to section 104 which 
provides in relevant part : 

“Provided, however, That section 1415 of the Supplemental Appropriation Act, 
1953, shall apply to all foreign currencies used for grants under subsections 
* * * (e) * * * [unless waived by the President].” (Emphasis added.) 
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Section 104(e) appears particularly pertinent to the question of possible 
transfer by grant of foreign currencies accruing under the act to the IDA, since 
one of the principal purposes of the IDA will be to promote “balanced economic 
development and trade among nations.” It may also be noted that section 2 of 
Public Law 480, which declares the policy of Congress, states in relevant part: 

“* * * Tt is further the policy to use foreign currencies which accrue to the 
United States under this Act to expend international trade, to encourage economic 
development, * * *.” 


With respect to transfers to the IDA of foreign currencies accruing under the 
act, it may be noted that the initial paragraph of section 104 provides that— 
“* * * the President may use or enter into agreements with friendly nations 
or organizations of nations to use the foreign currencies which accrue under this 
title for one or more of the following purposes;”’. (Emphasis added.) 
Thus, the act appears to expressly authorize the President to enter into an 
agreement in this regard with an international organization such as the IDA. 

Senator Lauscue. I think that is all that I have. 

The Cuatrman. Mr. Dillon, do you have anything further to add? 
You heard Mr. Upton’s statement. Do you have anything you would 
like to volunteer ? 

Mr. Ditton. Nothing, except to say that we heartily support the 
creation of this institution because we think that it will provide a 
way of obtaining additional resources from other industrialized coun- 
tries that are interested in helping in development, but have not been 
able to, or have not found a way of doing so to a very large extent 
so far, and they will be able to provide these reserves in a way that 
will be peculiarly helpful to the recipient countries, on this. flexible, 
long-term basis which we have been using for some time, but which 
has not been common in the international financial community. 
Therefore, we think that this is a very useful and helpful thing, and 
we are strongly in favor of it. 

The Cuatrman. Is it fair to say that the real significance is this 
spreading of the burden as represented by the hard currency; that 
the soft currency is quite secondary in importance; and whether or 
not these contingencies develop is unimportant as compared to bring- 
ing the hard currency countries into this effort? Is that correct? 

Mr. Dituon. Yes, Mr. Chairman, I think the fundamental thing 
is the fact of this increasing availability of hard currencies from 
industrialized countries. 

The Cuarrman. It creates a mechanism for contributions that does 
not now exist ; does it not ? 

Mr. Ditton. That is correct. There is a specific provision in here 
that any industrialized country which wishes to increase its quota 
individually may make such arrangements, and that might be a 
possibility for some of the European countries, who are now in a 
better financial situation than they were at the time of the creation 
of the World Bank, to make additional resources available. 

The Carman. The argument that this is duplicating existing 
institutions, and so on, is not sound since the effect upon us is to 
spread the burden; is it not ? 

Mr. Ditxon. That is correct. 

The Cuarrman. It is very much to our advantage? 

Mr. Ditton. That is why we favor it. 

The Cuarrman. In accomplishing the overall purpose it is to our 
advantage to have this mechanism established; is it not ? 

Mr. Ditton. Yes, Mr. Chairman. 
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The Cyaan. The long-run objective of the Government is, as 
conditions warrant and as improvements take place in these other 
countries, that we continue to decrease our direct grant programs and 
transfer it into this field of lending in which other countries parti- 
cipate. Is that not correct ? 

Mr. Dititon. That is what we would like to do to the maximum 
extent possible, and this provides a vehicle for that. 

The Cuarman. Thank you very much. 

If there is anything of critical importance that arises, I hope you 
would be available to the members who were not given an opportunity 
to question you this morning. 

Mr. Ditton. Yes, Mr. Chairman. 

The Crarrman. I think that may not be necessary, but if it is, we 
will let you know. 

(The statement of the Under Secretary is as follows :) 


PREPARED STATEMENT BY Hon. Doucias DILton, UNDER SECRETARY OF STATE 


I welcome the opportunity to appear before this committee to urge favorable 
action on the bill before you to authorize the United States to accept membership 
in the proposed International Development Association, The Department of 
State fully supports the proposed legislation. 

In his statement this morning, the Assistant Secretary of the Treasury, Mr. 
Upton, described in detail the structure and functions of the International Devel- 
opment Association. I should like to talk about the relation of the Association to 
our foreign objectives. 

The basic premises behind the idea of ‘the International Development Associa- 
tion can be stated simply and briefly. 

The less-developed countries of the free world must have a satisfactory rate 
of economic growth if they are to maintain their freedom and develop into stable, 
effective, responsible societies. It is an important objective of U.S. foreign 
policy to help these countries achieve adequate economic growth. 

But the job of helping the low-income countries is not one that the United 
States alone can accomplish. It requires the combined efforts of all the eco- 
nomically advanced nations of the free world. It is right and proper that those 
nations whose incomes and savings are high should help the developing countries 
to economic and social progress. This has been the normal pattern of the past. 
Our own growth on this continent was substantially aided by other nations eco- 
nomically more mature than we. 

Today, in a world community in which two-thirds of the world’s people are 
striving to throw off the tyranny of poverty, disease, and illiteracy, it is impera- 
tive that all free nations help, lest ‘these peoples, overwhelmed by massive prob- 
lems, exchange the tyranny of poverty for the tyranny of the all-pervasive, all- 
controlling state. We, who value liberty, tolerance, and the free and open 
exchange of ideas, owe it to ourselves to enlarge the community of nations that 
can meet the aspirations of their peoples for economic and social betterment in 
an environment of freedom. 

Thus, the first basic premise of the IDA is cooperative sharing among all 
free-world nations of the responsibility for helping the less-developed countries, 
a task to which all contribute but to which the economically stronger members 
make a proportionately larger contribution. 

In the IDA, the economically advanced countries would subscribe 76 percent 
of the capital of the Association and their subscriptions would be freely con- 
vertible. The low-income countries would subscribe 24 percent of the capital, 
but only 10 percent of their subscriptions would be in convertible currencies. 
Ninety percent of their subscriptions would be in national currencies, usable 
primarily for development projects in their own countries. 

The second basic premise of the IDA is that the less-developed countries need 
external capital on flexible repayment terms. Developing countries need to 
import from abroad the technology, the industrial materials, and the capital 
equipment on which growth depends. For this purpose they can use their 
export earnings; they can encourage the inflow of private investment capital; 


53635—60——4 





46 INTERNATIONAL DEVELOPMENT ASSOCIATION 


and they can borrow on conventional terms from existing public lending 
institutions. 

For some of the low-income countries, especially those which have already 
achieved momentum in their development, these three sources are adequate to 
permit a satisfactory rate of growth. 

But for many other developing countries, additional sources of capital on 
easier terms are needed. In some of them, export earnings can barely finance 
the import of essential consumer goods, there is little left with which to finance 
imports of capital goods required for growth. Private capital is slow to move 
because underdevelopment is itself a deterrent. The low level of labor skills; 
the limited local market; the absence of basic facilities, such as roads, power, 
and communications on which private enterprise depends; the uncertain political 
climate, are all obstacles to a greater flow of private funds. 

Many of these countries, of course, obtain loans from the International Bank 
and the U.S. Export-Import Bank. Both institutions have made substantial 
sums available for imports of capital goods. But the borrowing capacity of the 
low income countries is limited. Loans from the International Bank and the 
Export-Import Bank must be serviced in hard currency at rates of interest 
determined by market conditions. The need for capital imports of many deyvel- 
oping countries far exceeds their capacity to service loans on normal banking 
terms. Many projects that are sound in conception and basic for growth 
cannot be financed by conventional loans. 

Therefore, supplementary funds are needed to provide capital on easier terms 
for the multitude of projects and programs that cannot otherwise be set in 
motion. This is the job of our own Development Loan Fund. It is also the 
job envisaged for the proposed International Development Association. The 
IDA can be most clearly grasped if it is thought of as an institution with the 
same basic purpose as the DLF but, by virtue of its international membership, 
one in which others can participate fully in doing the job that must be done. 
The IDA, like the U.S. Development Loan Fund, would provide growth capital 
for meritorious projects on terms that do not overburden the economies of the 
borrowers. 

The IDA should not be thought of as a substitute for the Development Loan 
Fund, nor should its establishment be the occasion for any lessening of our 
national effort. The need for devlopment capital is too great for thot. The 
United States must, moreover, have economic instruments of its own which will 
be responsive to national needs and foreign policy considerations. The IDA 
should be regarded rather as an additional source of capital, an important addi- 
tion that increases the total flow of development funds from free-world sources, 
and one that helps thereby to advance an important objective of U.S. policy. 

The third basic premise behind the IDA is that it should be closely affiliated 
with the International Bank. The IDA will be financing much the same type of 
project as the International Bank. Both the parent and the affiliate will be 
examining development programs, determining priorities, judging the technic: 
feasibility and economic soundness of specific projects. This will be their 
day-to-day work. The essential difference will not be in this day-to-day func- 
tion. It will be in the repayment obligations imposed on borrowers. It is en- 
tirely logical, therefore, that the IDA should be closely tied to the International 
Bank. 

The International Bank has had more than a decade of experience in financing 
the development requirements of its members. It has sound management, a 
skilled staff. and singleminded devotion to promoting economic growth. It en- 
joys the confidence of its 68 members. The affiliation of the IDA with the IBRD 
will assure that scarce resources are put to optimum use. 

These then are the three basic ideas behind the International Development 
Association: to enlist the participation of all free-world countries in providing 
growth capital to the less-developed areas; to provide this capital on flexible 
terms: and to assure sound management through utilizing a tried international 
institution. 

The IDA will be one of several development institutions, each fashioned to do 
a particular job and to meet a particular need. Let us see how the Association 
relates to the other institutions that are now engaged in providing capital for 
economic development. 

We have two national lending agencies. First, there is the Export-Import 
Bank, which promotes the trade of the United States. Export-Import Bank 
loans must be repaid in dollars on conventional banking terms. Then we have 
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the Development Loan Fund. The Fund finances development projects that 
cannot meet the repayment criteria of the Export-Import Bank or other hard- 
loan institutions. Its loans are made on flexible repayment terms, many of 
them carrying a lower rate of interest and permitting repayment in local cur- 
rency. These two institutions complement each other. 

We have recently helped to establish the Inter-American Development Bank 
to promote economic growth in the Americas where we have especially close 
historical relations. This institution will have two departments: one to finance 
development projects on normal banking terms as in the case of the IBRD or 
the Export-Import Bank; the other to provide financing on more flexible terms 
as is done by the DLF and as is proposed for the new IDA. Its creation has 
stimulated the more-developed Latin American countries to contribute capital 
for the growth of those in the Americas who are much less developed. The re- 
sponsibility for management and for allocation of resources among competing 
claimants will be a responsibility of the Latin American countries themselves. 
The institution will increase the total flow of capital, give cohesion to the 
Americas, and impetus to development. Thus it performs functions over and 
above those performed by our national financing instruments. 

Then there are the international institutions. There is the International 
Bank that provides loan capital for development projects. It is similar to our 
Export-Import Bank in that its loans are hard loans. But the IBRD was 
created to enable many countries to pool their resources and share the burden. 
It gets the bulk of its funds from the private capital markets of the world with 
the help of the guarantees of its member governments. 

There is the International Finance Corporation, an affiliate of the Inter- 
national Bank. Its purpose is to stimulate private investment in the less- 
developed countries by associating its capital in private ventures. Its resources 
have heen subscribed by government members. 

There is, however, no widely based international organization that pools 
the resources of many countries for the purpose of providing development capital 
on — repayment terms. This is the function that the new IDA will 
perform. 


The IDA will not duplicate or compete with other lending institutions. It will 
increase the total flow of development capital to the newly developing areas. 
It will provide financing of a kind not now available from any other free world 
multilateral institution. It will perform a valuable service in promoting not 
only the growth but also the cohesion of the countries of the free world. 

I urge this committee to take early favorable action to authorize the United 
States to join with the other free world nations in the establishment of the 
Association. 


The CuatrmMan. The committee will now stand adjourned until 
10 a.m., on Monday, at which time further testimony will be received 
on the International Development Association in this same hearing 
room. 

The witnesses, with the possible addition of either Mr. Upton or Mr. 
Anderson, will be Mr. John McCloy and representatives of the U.S. 
Chamber of Commerce, the AFL-CIO, the Friends Service Commit- 
tee. and the American Farm Bureau. 

(Whereupon, at 1 p.m., the committee adjourned to reconvene 
Monday, March 21, 1960, at 10 a.m.) 
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MONDAY, MARCH 21, 1960 


U.S. Senate, 
ComMITreE ON Foreign Retations, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a.m., in the Foreign 
Relations Committee room, room 4221, New Senate Office Building, 
Senator J. W. Fulbright (chairman) presiding. 

Present: Senators Fulbright, Green, Sparkman, Gore, Hicken- 
looper, Aiken, Carlson, Williams. 

The Cuarrman. The Committee on Foreign Relations this morning 
is holding its second and concluding hearing on S. 8074, a bill pro- 
viding for the U.S. participation in the proposed International Devel- 
opment Association. 

The first witness this morning is Mr. John J. McCloy, of New York. 

I may announce for the benefit of the members that on Friday, there 
were one or two members, specifically, Senator Williams, who did not 
get an opportunity to question Mr. Upton, and Mr. Upton will be 
available after Mr. McCloy’s testimony in case any Senators wish to 
question him, 

Mr. McCloy, will you come forward, please, sir. 

Mr. McCloy, we are very happy to have you. Weare very familiar 
with your long service to the Tose in various capacities and 
we have very high respect for your advice. We are pleased to wel- 
come you this morning. 

You have a statement ? 

Mr. McCtoy. I havea statement. 

The Cuarrman. You can either read it or put it in the record and 
summarize it. That is entirely up to you. 


STATEMENT OF JOHN J. McCLOY, CHAIRMAN, THE CHASE 
MANHATTAN BANK 


Mr. McCtoy. Suppose I leave it for the record and read a little 
summary from it. 

The Cuairman. That is fine, if you wish to do it. 

Mr. McCuoy. I will not go into the details of the organization 
and the proposed procedures of the IDA because Treasury officials 
have already done that, so I will try to confine myself to the high 
spots as they appear to me from my position as a private banker and 
also for a time I had the privilege of being president of the Inter- 
national Bank during its formative period. 

49 
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THE DESIRE OF LESSER DEVELOPED COUNTRIES FOR IMPROVED CONDITIONS 


I think we are all agreed that one of the great challenges, one of the 
very greatest challenges, to the United States and the free world in 
this particular period is this matter of economic development of the 
lesser developed countries, and I have come to the conclusion that this 
particular institution, the International Development Association, is 
well designed to assist in meeting that challenge. 

There is this very deeply felt desire on the part of members of the 
lesser developed countries throughout the world for improved con- 
ditions. It is not too much to say that it is almost revolutionary. It 
has been stirred up by a number of things—a combination of the scien- 
tific and technological revolution we have had, the desire that the war 
caused, the extraordinary speedup of the communications, the fore- 
shortening of the world which has brought about the ability of these 
people to see others and the manner in which they live and to stimulate 
their desires and aspirations to the point where it has become a very 
major political element in the postwar world. 

Already other countries have developed a very marked improvement 
of their whole economic status, and I refer to Brazil, the Argentine, 
Mexico, Australia, and Turkey. 


CRITICAL PERIOD OF DEVELOPMENT 


I think that in view of all this we have a situation in which we can 
exert quite an impact. I ran into something that de Tocqueville said 
many years ago: That the growth of nations is very much like the 
growth of human beings; they all bear some marks of their origin, 
and the circumstances that accompanied their birth and contributed to 
their development affect the whole terms of their being. 

I think this very definitely is true, and I feel that this is a particu- 
larly critical period for us to be having an impact on the development 
of these nations. 

In contributing to their economic development, we also, I believe, 
contribute to their evolution as democratic societies. 

The chances, at least, of their adhering more firmly to the con- 
cepts that we have of human dignity and the maximum opportuni- 
ties for individual development are greater. 

Certainly, I think that if we stand aside in the light of this great 
movement which affects such a large proportion of the population 
and the geography of the world, we are bound to suffer bv it. 

There are the final aspects of the colonial period still rankling in 
the memories of these peoples. This, together with the sight that they 
now see or that they think they see, at least, of the opportunities 
for increased economic advantage, has brought about a great battle 
for the control of men’s minds of which the competition with the 
Soviet Union is perhaps only a part, although it is a very important 
part. 

I think myself that probably we would have this problem before 
us in a very acute form even were it not for the existence of the eco- 
nomic challenge and the political challenge of the Soviet Union. Sir 
Oliver Franks has referred to the fact that there is a north-south 
problem as well as an east-west problem, and I think he is right. 
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SOVIET ACTION IN THIS FIELD 


The fact does remain that the Soviet leaders are very keen indeed, 
and they are very sensitive indeed, to the existence of this situation 
in the world, and they seem to have chosen this area of the lesser de- 
veloped countries as the principal arena of action in the competition 
with the free world. 

You are all familiar with the visits of the top Soviet officials to 
these areas—India, southeast Asia and Latin America—and even 
though the Soviet Union is rather coldblooded in going about this 
matter of economic competition, their assistance is, so far'as I can 
see, somewhat qualified in the sense that it is all tied in with trade 
loans and hedged with many restrictions concerning the terms of 
repayment and the use of Soviet technicians. Still they certainly 
have a very definite propaganda effect and some substantial economic 
improvement in the areas into which they are moving. 

They are challenging us throughout these areas and, of course, even 
on our own doorstep in the Caribbean. 


THE ECONOMIC IMPORTANCE OF UNDERDEVELOPED AREAS 


Now, apart from the political impetus, there are the economic rea- 
sons for the United States to promote economic progress in these 
areas. They supply many of the raw materials which are very es- 
sential to our economic growth. They have been generating exchange 
earnings needed to provide major support for their economic de- 
velopment by supplying these raw materials. Thus we have had the 


development of a free world economic system serving the interests of 
all the participants. But although this process has been going on, 
and they have been generating a substantial amount of foreign ex- 
change through their supply of raw materials, their need for, and 
their emphasis on, capital goods has somewhat altered the pattern of 
the old days. Then all that was done was to take in the raw ma- 
terials in the more sophisticated parts of the world, and send back 
to them the finished goods, in terms primarily of textiles. The 20th 
century pattern is a radically different one from the 19th century 
pattern in respect to these lesser developed countries. 

But we must not lose sight of the fact that those raw materials that 
they can supply are an essential element, not only of their own de- 
velopment, but the maintenance of our own economies. 


REASONS FOR ESTABLISHING THE IDA 


Now, these are all familiar statements to you gentlemen, I am sure, 
and the fact that this is an important aspect of world development 
today has been recognized by the Congress of the United States on 
many occasions. It has supported a number of programs which give 
assistance to these lesser developed countries, and I think the question 
can very reasonably be raised as to why we should have still another 
organization and why it should be the International Development 
Association. 

I feel that there are a number of good reasons for the establish- 
ment of such an association. Many of these lesser developed coun- 
tries have arrived at a stage of economic development that has in- 





52 INTERNATIONAL DEVELOPMENT ASSOCIATION 


creased their needs and their capacities to absorb capital. This is 
particularly true in Africa where, I am sure, the need for capital will 
be even greater in the future. 


ADVANTAGES OF AN INTERNATIONAL ORGANIZATION 


I think we have arrived at a stage in world history where it is per- 
fectly clear that the United States should not be expected to shoulder 
this added burden alone. It is the international aspect of this insti- 
tution which I think is very important to stress. I am convinced 
that other industrial countries, are able and now must assume a 
greater share of the burden of economic assistance. I think that the 
IDA is a modest step to assist in that cooperation. 

I do not mean that we can afford to do less in absolute terms than 
we are now doing, but I do believe that the magnitude of the effort 
supporting economic development does need to be enlarged. 

I think that it is important that a substantial part of total assistance 
be channeled through international organizations, assuming that those 
organizations are well administered. 

The International Bank and the International Monetary Fund, I 
believe, have gotten to a point where they are highly respected by the 
member countries, and they are in the great bulk of the lesser de- 
veloped countries. International institutions can and do frequently 
insist on sound economic policies as a condition for their assistance. 
To a degree which it is sometimes very difficult for a national or- 
ganization to insist upon. 

In short, they can say, “no,” when the answer should be no, and 


there is something institutional rather than sovereign or personal 
about the international organization that takes a great deal of the 
sting out of the negative answer, or, indeed, criticism. 

Certainly, this was my experience when I was involved in the 
World Bank, and I think that this has been the case throughout the 
subsequent period. 


VALUE OF SOFT LOANS 


Now, this brings up the question of soft loans which, as I under- 
stand it, the International Development Association would admin- 
ister. 

When I was president of the International Bank, it was absolutely 
essential to fight a vigorous battle against so-called soft loans. We 
had to go out to the public, to the banks, the insurance companies, the 
savings banks, in order to obtain the money to enable the bank to 
operate on something other than the initial contributions of the respec- 
tive countries. In short, we really did not have a bank until we estab- 
lished in the minds of the investors confidence that that bank would 
be operated on a sound basis and that the loans that they would put out 
would be in terms of the market, bankable. 

I tried to register the point that the International Bank would be 
just such an institution. Its objective was that each loan that it made 
would be repaid on terms which would permit the Bank to raise the 
money for it in the first place, and that was, I say, absolutely essential 
at that stage. That policy is still essential, and the high standards 
maintained by the Bank’s management in just this respect are still 
the basis for its success and the respect in which it has been held. 
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But I have come to feel that now, due to the development of world 
forces and the pace of economic development throughout the world, 
there may be a place for the so-called soft loans. It is pretty clear, 
I think, that these lesser developed countries will need, and that they 
can absorb effectively within their countries, more outside loan capital 
than they could reasonably hope to service in the normal way through 
the conversion of their exchanges and the balance of payments system. 

Many of the loans which the International Bank makes are for 
projects in the field of power and transportation. They are a rather 
indirect contribution to the foreign exchange earnings of the country 
that is involved. The developing countries have a very serious prob- 
lem converting their local currencies into hard currencies, and the 
external debt of these lesser developed countries is increasing at a very 
substantial rate. 

Iam told from 1956 to 1958 the external debt of the lesser developed 
countries—Asia and the Middle East and Africa—has almost doubled. 

For these reasons I am willing to accept the principle of soft loans 
as a supplement to the normal operations of the Bank, with, however, 
the firm understanding that they should be sharply distinguished from 
those operations which are used to finance the normal type of loans of 
the World Bank, and the funds that are available for the soft loans 
must be administered separately from those of the normal World Bank 
loans. If they were not, I should think there would be a real breach 
of faith on the part of the World Bank to the investors’ funds they 
have sought from time to time. 


SOFT LOANS PREFERABLE TO GRANTS 


I think a very reasonable question can also be raised as to why we 
should have soft loans rather than grants. In the context of the IDA 
operating in close relationship with the International Bank, I believe 
that there are a number of reasons why soft loans should be preferred 
over grants, although as I say, the question is somewhat arguable. 

The fact that a loan is called “soft” does not mean that it will not 
be repaid. The implication of the loan is that it will be repaid. In 
many cases, the IDA will make loans that will be repaid in hard 
currencies, perhaps over a longer period than the normal operations 
of the bank, and with low interest rates and a considerable moratorium 
before repayment begins. 

But still the loan procedure, I think, exerts a discipline on the parties 
to make sure that the project is soundly conceived. There is a sort 
of a calculus involved in this situation, which is helpful, if only psy- 
chologically, and it may very well be that the sort of project-by- 
project valuation involved in the loan approaches does produce supe- 
rior results to those obtained under a grant program. 

I think that an interesting situation has developed very recently. 
Take the case of Libya. A little while back it had no foreign exchange, 
no conversion, that could have been utilized. The only kind of loan 
that could have been made at that time would have been a soft loan. 

Now, Libya has had an enormous find in the way of oil, and what 
might then have been a soft loan may develop into a very hard loan, 
assuming that the explorations there are what they seem to be, and I 
am told that they are as great as any in the Middle East. 
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I think the point perhaps is well taken that while IDA may make 
soft loans, ad there is an area in which soft loans are appropriate, 
the IDA will] not necessarily be a soft lender. 

It is true that in varying degrees there is an element of grant in 
every soft loan. It may be that it is in terms of a smaller interest 
rate or a longer period; it is in terms of a grant in the sense that it is 
not normally bankable. But I am satisfied that, with the experience 
that the International Bank has had, and with the proposed organiza- 
tion of the IDA, the differential between normal and exceptional 
lending operations will always be kept in mind. I also think that the 
International Bank is the bast designed of all the institutions to 
administer such lending. 


JOINT ADMINISTRATION OF THE TWO INSTITUTIONS 


This identity and joint administration of the two institutions is 
extremely important. I think you are bound to have some sort of 
operation of Gresham’s Law in this thing. If you have one institu- 
tion for soft loans and one for hard, the borrower inevitably will seek 
out the institution for soft loans. But when you have the identity of 
administration such as would obtain under this procedure, I believe 
that situation would be very importantly and effectively moderated. 

Joint administration does offer constructive possibilities for joint 
financing of useful projects which could be launched only if the funds 
could be supplied under more flexible arrangements than now are 
available to the Bank. 

I keep emphasizing this identity between the International Bank 
and the IDA as one of the important reasons for my belief that we 
should support this new venture. Indeed,, I would be opposed to 
it if this were not so. 

As I understand it, the IDA will be managed in such a fashion that 
no loan or portion of any loan that is bankable will be handled by the 
IDA; and so the IDA would not compete with any public or private 
lending institutions. 

This places a very heavy responsibility on the management of the 
joint International Bank-IDA operation. I think it probably will 
from time to time present some awkward situations, but I also feel 
the record of the International Bank provides ground for confidence 
that the Bank will measure up to the difficult responsibilities that it 
will have to assume. 


PROBLEM OF COORDINATING VARIOUS LENDING AGENCIES 


There is another problem of coordinating the effort to assist these 
lesser developed countries in their economic development. It does 
not relate so much to the relations between IDA and the Interna- 
tional Bank with the common administration which should produce, 
as I say, a concerted effort, but to the proliferation of the many other 
agencies engaged in the same endeavor. 

Problems will increase as other industrial nations increase the 
scale of their assistance to these nations. I was recently a member 
of the President’s committee headed by General Draper for the study 
of the mutual security program which made a very important part of 
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their report the necessity for some consolidation and better coordina- 
tion of U.S. agencies engaged in this aid effort. This is a major 
problem which will have to be tackled insofar as all of the industrial 
nations are concerned. It is something that we will have to watch if 
we are going to be reasonably sure that the administration of this 
very difficult business will be carried out on a productive and eco- 
nomic basis. 
RELATIONSHIP TO PRIVATE INVESTMENT 


Now, perhaps I may say something about the private sector, as I 
am a representative, in a sense, of the private sector. The IDA can 
lend directly, as I understand it, to private borrowers without a gov- 
ernment guarantee; and a good bit of emphasis has been put upon 
this feature of the bill. 

Personally, I think that the volume of this business is apt to be 
rather limited. I do think there are some fields in which the Associ- 
ation could provide substantial support. I have in mind the various 
national development banks which have been privately organized in 
some of the underdeveloped nations. I think that they might afford 
a very good means by which both private and public funds could be 
channeled into productive investment. 

But I think that in the private field we have to look largely to the 
indirect benefits that IDA can be reasonably expected to produce. In 
the long run I think that these developments will encourage private 
investment, but I do assume that the IDA will follow the general 
pattern of the International Bank in concentrating its efforts in trans- 
portation, power, communications, irrigation—the large fields, the 
basic infrastructure of development. I think it is only after they 
are well along that we can look to a very substantial opening up of 
new opportunities for private investment in the underdeveloped 
countries. 

I do not mean to minimize this, but I do think that we ought to be 
warned against overemphasizing the speed with which private in- 
vestment would move into this field or the extent to which the IDA 
would be lending to private interests. 

Of course, another great indirect benefit of the IDA loans with 
respect to private investment would be the lessening of the burden 
which these loans would place on the balance of payments position of 
the borrowing nations. The private investor looks to the ability of 
the foreign borrower to meet the hard currency demands of his own 
investors, and I think that the general level of productivity which the 
loans of the IDA would produce or could be expected to produce over 
the years would certainly present a better situation for eventual 
private investment in those countries. 

One should not overlook the fact that the net outflow of U.S. private 
capital in 1958 and 1959, however, was almost 85 percent as large as 
U.S. Government grants and loans. 

Now, a very large part of that went into Western Europe and went 
into Canada, to be sure. But about $1.5 billion a year was invested 
in the lesser developed countries. I do think that private investment 
can carry with it technological and administrative knowledge that can 
be of great value to the host country. 

With insistence upon the principle which is written into the pro- 
posed bill, I would like to register my support for U.S. participa- 
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tion in this proposed development association, as I think it would be 
a very constructive contribution to this most challenging task of pro- 
moting economic development throughout the free world. 

I think that is all I have to say. 

The Cuarrman. Thank you very much, Mr. McCloy. I think that 
is a very fine statement, and it makes some points that have not been 
made heretofore. 

(The prepared statement submitted by Mr. McCloy is as follows:) 


PREPARED STATEMENT OF JOHN J. McCLoy, CHAIRMAN, THE CHASE MANHATTAN 
BANK 


Gentlemen, my name is John J. McCloy and I am chairman of the board of the 
Chase Manhattan Bank in New York City. I am appearing before you today 
in support of 8. 3074, which would authorize the participation of the United States 
in the proposed International Development Association. 

Since Secretary Anderson has discussed the organization and proposed proce- 
dures of the IDA in some detail, I shall not review them again. Instead, I'll 
try to hit some of the high spots as they appear to me from my present vantage 
point and from my experience as president of the International Bank in its for- 
mative period. 

I am convinced that providing effective assistance to the economic development 
of the lesser-developed nations is one of the great challenges confronting the 
United States and other industrial nations of the free world. I believe the Inter- 
national Development Association can make a contribution to this task, and that 
it is in our interest to cooperate in setting it up. 

One of the great forces at work in the world is a deep-felt desire on the part of 
peoples in the lesser developed nations for a better life. With the technological 
revolution and the speedup in transportation and communications, these people 
see that it is possible to industrialize and achieve rising living standards. More- 
over, a number of nations—including India, Brazil, Argentina, Mexico, Australia, 
and Turkey—have already achieved what Professor Rostow terms the “takeoff.” 
They have begun to move down the path which could make them societies with 
a relatively high income in the matter of 50-60 years. In a sense, these nations 
are in their formative years as modern societies, and they will be joined by others 
in the period ahead. 

This suggests that what we do now, or fail to do, could have real long-term 
significance. DeToqueville suggested many years ago that the growth of nations 
is somewhat like the growth of human beings * * * “they all bear some marks 
of their origin. The circumstances that accompanied their birth and contributed 
to their development affected the whole term of their being.” We live at a time 
of infancy or adolescence for many nations. This gives a meaning to our attitudes 
and policies toward the lesser developed areas which transcends the cold war, 
although the fact of the competition with the Soviets is obviously of great mo- 
ment. 

By providing effective assistance to the lesser-developed areas we cannot only 
accelerate their economic growth but also contribute to their evolution as free 
democratic societies dedicated to the enhancement of human dignity and the 
provision of maximum opportunities for individual development. If the rela- 
tively rich nations stand aside, or do an inadequate and inept job, these develop- 
ing nations, embracing three-fifths of the world’s population and land area, may 
take the totalitarian route. With bitter memories of colonialism in many 
places, fertile ground exists for breeding a lasting hostility toward ideals that 
reflect the values of Western civilization. In my judgment, the battle for men’s 
minds is the fundamental challenge confronting the free world. Economic 
assistance is an important, though by no means the only, device that can be 
used to meet this challenge. 

The Soviet leaders are well aware of this, perhaps disturbingly so. They have 
announced that they intend to make the lesser-developed nations their principal 
arena of action in this competition. The recent tours of top Soviet officials to 
India, southeast Asia, and Latin America provide evidence that the drive is 
being pursued. Economic assistance is being used by the Soviets in a coldblooded 
manner to advance their own interests. All Soviet assistance is in the form of 
tied loans, hedged with many restrictions concerning the terms of repayment 
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and the use of Soviet technicians. While the publicized terms of the loans seem 
generous, they can prove to be onerous in practice. Nevertheless, it is clear 
that the Soviets are challenging us in the economic field. Indeed they are ex- 
tending the challenge even to our own doorstep. 

In addition, there are well-rehearsed economic reasons that emphasize the 
interest of the United States in promoting economic progress in the lesser- 
developed countries. They can supply many of the raw materials and foods 
needed to support our economic growth. By so doing, they can generate the 
exchange earnings needed to provide major support for their economic develop- 
ment. Thus, it should be possible to develop a free world economic system 
which serves the interests of, and contributes to the attainment of the aspira- 
tions of, all participants. The presently underdeveloped nations would gain in 
that they could secure through trade and economic assistance the machinery, 
equipment, and technical assistance needed to further their economic develop- 
ment. The industrial nations would gain in that they could secure needed raw 
materials at reasonable costs and have an opportunity to market the products 
they produce most efficiently. 

It should be emphasized that this pattern of trade, economic assistance, and 
private investment is far different in character from that associated with colo- 
nialism. In the 19th century the industrial nations traded manufactured con- 
sumer goods (predominantly textiles) for raw materials. Now the industrial 
nations trade capital goods for raw materials. The modern pattern of trade 
serves the mutual interests of the trading nations and contributes far more to the 
economic advance of the less-developed nations than the trade of the 19th century. 

Up to this point I have been talking in general terms about the importance of 
supporting economic growth throughout the free world. I am conscious of the 
fact that the Congress of the United States has supported a number of programs 
which give assistance to the lesser-developed nations through loans and grants. 
Why then should we participate in still another organization, the International 
Development Association? 

I believe that there are a number of good reasons for the establishment of the 
new Association. First, the need of lesser-developed lands for more external 
assistance is growing steadily. The very success of a number of countries in 
getting economic development underway has increased their needs and capacity 
to absorb capital. At the same time the new nations, particularly those in 
Africa, will require greater assistance. 

The United States should not be expected to shoulder this added burden 
alone. As an international institution, the IDA can enlist assistance from other 
nations in the West. I am convinced that other industrial nations can and 
must assume a greater share of the burden of economic assistance in the years 
ahead, and IDA represents a modest step in that direction. This should not 
mean that we can afford to do less in absolute terms, for the magnitude of the 
effort to support economic development needs to be enlarged. 

I believe, too, that there are real advantages in channeling a good part of 
total assistance through international organizations, provided such organiza- 
tions are well administered. Both the International Bank and International 
Monetary Fund are highly respected by the member countries—including the 
lesser-developed countries as well as industrial nations. Such institutions 
can insist on sound economic policies as a condition for assistance without ap- 
pearing to infringe on the sovereignty of the borrower. They can, in short, 
say no when the answer ought to be no. There is something institutional rather 
than sovereign or personal about an international organization that takes some 
of the sting out of critical comment or a negative answer. 

This brings me to the question of the so-called soft loans. When I was 
President of the International Bank, I believed that it was essential to fight 
a vigorous battle against soft loans. I tried to register strongly the point that 
the International Bank would be an institution which looked upon projects 
from a normal banking point of view. Its objective would be to make sure that 
each loan could be repaid on terms which would permit the Bank to raise the 
money for it in the first place. This was absolutely necessary if the Bank 
was to establish its credit, if it was to be able to float bonds and get the capital 
it needed. Such a policy is still essential—the high standards maintained 
consistently by the Bank’s management are the foundation of its success. 

However, I have come to feel that there may now be a place for soft loans. 
There is evidence that some of the lesser-developed nations will need, and 
can absorb effectively, more outside loan capital than they could hope to service 
in a normal way. Many of the loans made by the International Bank are for 
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projects in fields such as power and transportation, so they make only an 
indirect contribution to foreign exchange earnings. Thus, the developing na- 
tions face a transfer problem—a problem of converting local currencies into 
hard currencies for loan repayment. I am told, for example, that in the 3-year 
period from 1956 to 1958 alone, the external debt of the lesser-developed nations 
in Asia, the Middle East, and Africa almost doubled. For these reasons, I am 
now willing to accept the principal of soft loans as a supplement to the normal 
operations of the Bank, with the firm understanding that they are sharply dis- 
tinguished from those used to finance normal ®perations. 

Why should soft loans be used instead of grants? In the context of an IDA 
operating in close relationship to the International Bank there are a number 
of reasons why soft loans seem appropriate. The fact that a loan is soft doesn't 
mean that it will not be repaid. In many cases the IDA may make loans that 
will be repaid in hard currencies over a long period, with low interest rates 
and a considerable moratorium before repayments commence. The loan pro- 
cedure exerts a discipline on both parties to make sure that the project under 
consideration is soundly conceived. In practice, it may well be that the sort 
of project-by-project evaluation involved in the loan approach produces superior 
results to those obtainable under a grant program. And the point has been well 
taken that, while the IDA may make soft loans, it need not be a soft lender. 

Nevertheless, I think it is important to realize that soft loans, by definition, 
are, in varying degrees, grants. As such, they must be clearly differentiated from 
the normal lending operations of the International Bank. I am satisfied that 
the proposed IDA organization and procedures would make this separation. 

The arrangement for joint administration of the IDA and the International 
Bank has positive virtues. It should restrain the propensity of borrowers to 
seek soft loans in preference to hard loans. It offers interesting, and hopefully 
constructive, possibilities for joint financing of useful projects which could be 
launched only if part of the funds could be supplied under more flexible arrange- 
ments than are now available to the Bank. The close identity between the 
International Bank and the IDA is one of the important reasons for my belief 
that we should support this new venture. 

As I understand it, the IDA will be managed in such fashion that no loan, or 
portion of any loan, that is bankable will be handled by IDA. Thus, IDA will 
not compete with any other public or private lending institution. 

This obviously places a heavy responsibility on the management of the joint 
International Bank-IDA operation. The record provides ample grounds for con- 
fidence that they will measure up to this responsibility. 

Nevertheless, there is a serious problem of coordinating the effort to assist 
in the process of economic development. This relates not so much to the relations 
between the IDA and the International Bank, where the common administra- 
tion should produce a concerted effort, but to the proliferation of other agencies 
engaged in the same general endeavor. The problem will ramify as other indus- 
trial nations increase the scale of assistance they provide to the lesser-developed 
countries. In this connection, I should like to refer to the findings of the Presi- 
dent’s committee to study the mutual security program—popularly known as 
the Draper committee—on which I served as a member. The report recom- 
mended some consolidation of the U.S. agencies engaged in the aid effort. 
However, one of the major problems that remains to be tackled is that of working 
out a coordinated approach on the part of all of the industrialized nations. 

At this point I might turn to a view of the International Development Asso- 
ciation from the viewpoint of a private banker. While the IDA can lend di- 
rectly to private borrowers without a Government guarantee, I would think that 
the volume of such business would be rather limited. The Association might 
provide some support to the various national development banks which have 
been privately organized in some of the developing nations. These banks are 
in a position to channel both private and public funds into productive invest- 
ment. 

However, the indirect benefits from IDA will probably outweight its direct 
influence on private investment. I would assume that the IDA would follow 
the pattern of the International Bank in concentrating its efforts in such fields 
as transportation, power, communications, and irrigations. Such facilities are 
essential to economic development, and public investment in these areas should 
open up new opportunities for private investment. 

At the same time, IDA loans will support development while placing a smaller 
burden on the balance of payments position of borrowing nations than is the 
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case with International Bank or Export-Import Bank loans. This is important 
to foreign investors since the ability of a nation to remit earnings is one of the 
criteria that is examined carefully by prospective investors. One should not 
overlook the fact that the net outflow of U.S. private investment capital in 1958 
and 1959 was almost 85 percent as large as U.S. Government grants and loans. 
While part of the private investment outflow went into Western Europe and 
Canada, about $114 billion a year was invested in the lesser developed countries. 
And private investment carries technological and administrative knowledge 
that can be of great value to the host country. In conclusion, I should like to 
register again my support for U.S. participation in the proposed International 
Development Association. I believe it can make a constructive contribution to 
the challenging task of promoting economic development. 

The Cuarrman. Senator Green, do you have a question ? 

Senator Green. I would like to ask a few questions. 

Mr. McCloy, do you appear here in your individual capacity or in 
your official capacity ? 

Mr. McCtoy. I am chairman of the Chase Manhattan Bank, but I 
am not representing the bank. I am here as a citizen who has had 
experience in this field in government, and who has had some experi- 
ence in private banking. 

Senator Green. I mean, has the bank taken any action in this 
matter ? 

Mr. McCuoy. No, the bank as such has taken no action on it. 

Senator Green. Well, has your committee taken any action? You 
are chairman of a committee, are you not? 

Mr. McCuroy. No. 

Senator Green. Are you an officer of the bank ? 

Mr. McCtoy. I am an officer of the Chase Manhattan Bank, but I 
am no longer an officer of the International Bank. I was at one time 
president of the International Bank. 

Senator Green. I mean of the bank of which you are chairman. 
What is your title now ? 

Mr. McCoy. I am chairman of the board of the Chase Manhattan 
Bank. 

Senator Green. Well, has that board taken any action? 

Mr. McCuoy. No. 

Senator Green. Have any banks taken any action that you know of? 

Mr. McCtoy. No, I think there has been no occasion for any of 
the banks to take any action in regard to it. I would think it would 
be presumptuous of me to try to express the opinion of, say, the New 
York banks. I think that my bank, which has a very large interna- 
tional department, would be in favor of this legislation, but we have 
not taken a vote on it nor has the board acted upon it. 

Senator Green. Do you know of any agencies that have taken any 
action ? 

Mr. McCoy. I know of no private agencies that have taken any 
formal action. 


INTERNATIONAL ASPECT OF NEW ORGANIZATION 


Senator Green. Why do you think that it calls for a new organi- 
zation to undertake this matter, outside, or in addition to the organi- 
zations we have in the Government already ? 

Mr. McCtoy. I said that I thought that it was very important that 
other countries in the world share in this burden of bringing along the 
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underdeveloped countries. We have had very good experience in 
sharing in the international organization which is the World Bank. 
1 think that has been very useful and very constructive. 

They have, however, up to date, dealt only in the so-called hard 
loans, the normal banking operations, and I have felt that there was 
a need in the present situation for a different type of lending. I feel 
that it would be well for us to join and share in an international or- 
ganization to make these soft loans. 

But I emphasize that the agency which administers them should be 
the same international agency which administers the so-called hard 
loans. 

Senator Green. But you have not made it clear, at least to me, why 
it is necessary to provide a new organization for this purpose. 

Mr. McCtoy. Because I think the demand is greater, and we do not 
have an international organization up to date which can do this, and 
I believe it is extremely important to get the other countries to share 
this burden. 

Senator Green. Well, what could the Government do under your 
proposal that it cannot do now, if it chooses? 

r. McCrory. The Government would have the choice of continuing 
loans on a bilateral basis without the International Bank or else en- 
listing the cooperation of the other countries. I believe that having 
the success of the International Bank before you in the administra- 
tion of certain types of loans that it would be provident on the part 
of the United States to give that institution the responsibility of ad- 
ministering this larger program, and thus having the other coun- 
tries take a larger share of the burden than they have to date. 

Senator Green. Thank you. 

The Cuarrman. Senator Hickenlooper. 

Senator Hickentoorer. Mr. McCloy, I am sorry I was not here at 
the beginning; I heard only the last part of your testimony. 

We have a number of organizations now that are operating in the 
international financial field : the World Bank, the International Mone- 
tary Fund, the IFC, and, locally, in the United States, we have the 
Export-Import Bank, we have the Development Loan Fund, and so 
on. 
This proposes to set up, as I understand it, an additional interna- 
tional cooperative financial organization ; is that correct ? 

Mr. McCuioy. That is right. 

Senator Hickxentoorrr. I am a little confused as to just what the 
real purpose of this would be outside of the framework of the existing 
organizations, unless it be for the securing of some different type of 
cooperation among nations that have a little money or have some 
credit to extend to the underdeveloped countries. 

Mr. McCoy. Well, only in a sense are you creating a new organi- 
zation. You are permitting an old organization, that is to say, the 
International Bank—which has heretofore been conducting operations 
on a normal banking basis, depending primarily upon the balance of 
payments situation in any particular country—to administer a differ- 
ent type of loan, a loan which is not necessarily payable in hard cur- 
rencies, a loan which has or would be apt to have attributes which 
would not be possible for the International Bank to support. But the 
International Bank itself administers the whole program. 
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ADMINISTRATION OF THE NEW PROGRAM 


The officers are identical, the board of directors are identical, so that 
when the lender-borrower comes to seek a loan he has to face the same 
people in determining how much of that loan should be a so-called 
hard loan and how much should be a soft loan, so it is not really a 
new institution. 

Senator Hickenoorer. It is something like letting commercial 
banking into the small loans and finance business. 

Mr. McCuoy. Yes, it issomething like that. 

Senator Hicken.oorer. It is divorced somewhat from their regular 
business ? 

Mr. McCtoy. Yes, it is something comparable to that. Although 
in that case, of course, all the loans are bankable, whether they are 
small loans or large loans; whereas in this case the prospect of their 
being repaid in a short term in hard currencies is non-existent or at 
best remote. 

Senator Hickentoorrer. Well, the International Bank, as you 
pointed out a moment ago, has operated on what we loosely term 
bankable loan operations, that is, with security or reasonable secur- 
ity, and the strong probability that they will be repaid in hard 
currency. 

If you extend the operation of the International Bank into the soft 
loan business, where the probability, at least of immediate payment 
or payment within a reasonable foreseeable future in hard currency 
is remote, do you dilute the operation of the International Bank? 
That is, are you diluting it down to where the full strength of the 
International Bank structure is weakened from a financial aspect? 

Mr. McCtoy. That is one of the points I made in my direct state- 
ment before you came in. 

Senator Hicken oorer. I think I missed that. 

Mr. McCrory. You must separately administer the hard loan opera- 
tion of the World Bank from the soft loan operation. They must be 
out of different funds. These appropriations that we are now making 
or proposing to make to the International Bank, will be used exclu- 
sively for this particular field. 

If you mix these up and if the World Bank simply adopted a policy 
of now making soft loans, then, as I said in my speech, I think it would 
be a very great breach of faith to those (the Government included) 
who put up their money originally for the World Bank to maintain 
operations on the basis of convertibility of securities and the balance 
of payments situation in a particular country. 

But now it is proposed that we put up hard currencies to support 
loans of a different sort. But they must be separately administered, 
from the so-called hard loans, or there would be the dilution that 
you refer to. 

LOANS TO GOVERNMENTS AND TO INDIVIDUALS 


Senator Hickentoorer. These loans, Mr. McCloy, are to be made 
to governments, are they ? 

Mr. McCtoy. They can be made to private individuals without a 
government guarantee, unlike the loans of the World Bank under the 
existing charter, but I think the primary 
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Senator HickenLoorer. Could you give an illustration of the type 
of loan that might be made to indivedualst 

Mr. McCuoy. Well, I think there is no limitation on the type of loans 
in the proposed charter. A loan might be given to an industry, let us 
say a cement plant or a textile manufacturing company or a petro- 
chemical concern. It could be given to almost any private concern 
that you can conceive of, if the World Bank felt that it was in the 
general purpose of the basic development of the country. 

Senator Hicken.oorer. Is it contemplated that such a loan would 
have to have the authority of the local government of which the pri- 
vate entity was a citizen ? 

Mr. McCrory. The World Bank can certainly make the loan without 
a government guarantee. I suppose it would be conceivable that it 
could make the loan without the approval of the government con- 
cerned, but I think this would probably be unlikely. 

I do not know that point. 

The Cuarrman. Mr. Upton, can you supply the answer to that 
question ? 

Mr. Urron. Well, you do not have to have the approval, but you 
may not make the loans if the country objects to it. 

Senator Hickxenwoorer. Is it contemplated that most of these loans, 
however, will be made to the governments involved ? 

Mr. McCuoy. I think that probable, in my judgment. I cannot 
speak for the future administration of the International Bank in this 

eld, but considering the type of projects that I think they ought to 
have in mind, I would believe that the primary lending would be to 
governments. 


REI.ATION TO PRIVATE INVESTMENT QUESTIONED 


Senator Hickentoorer. Well, one of the situations that has con- 
fronted us throughout all the postwar reconstruction period has been 
the almost complete devotion in our financial operations to govern- 
ment-to-government loans, and we have done very little, so far as 
I know, to attempt the encouragement of private enterprise or private 
initiative. The money that has been obtained has gone for ater. 
ment-built and Government-operated utilities and industries of var- 
ious kinds, businesses of all sorts, utilities of all sorts. 

Is there anything contemplated here in this new patch that we are 
putting on this Jacob’s coat for financial international operations that 
would stimulate or encourage or even coerce local governments to en- 
courage private enterprise as against government monopoly in these 
countries ? 

Mr. McCtoy. I think there is nothing coercive that I can read into 
the bill which would compel them to induce them to deal with private 
enterprise rather than government. 

I did spell out in my statement the fact that this type of loan, this 
type of basic project—transportation projects, irrigation projects— 
in these underdeveloped countries are apt to be Government affairs, 
and once they are established, you do create a better climate for private 
investment. 

There are some words in this bill, as there have been words in other 
bills, not only related to international organizations but to national 
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organizations, in favor of private investment. I do not believe that 
they have been particularly effective except in an indirect way. 

I cannot think of anything that i be introduced in this bill, 
considering the objectives of the bill, which would be better designed 
to bring about a stimulant to private investment than is now in the 
bill. I may just add this: 

You have a great deal of difficulty in marrying up Government 
lending with private lending. That has been my experience. I used 
to think otherwise, but I have had a good bit of experience with the 
Export-Import Bank. 

Senator Hickenoorer. It is the line of least resistance in these 
financial operations to deal government-to-government. 


PRIVATE INVESTMENT AIDED IN THE LONG RUN 


Mr. McCrory. That is right. And you will find that the Govern- 
ment will say, “Well, your terms are not the same as our terms.” The 
Government can get their money on easier terms than the private in- 
vestor can get it. So it looks as if we are charging higher rates, 
and that is frequently not compatible with the objectives. The re- 
sult is that you have difficulty doing it. But I emphasize that the basic 
structure which is built through operations such as those which have 
already been carried on by the International Bank and such as are 
contemplated now do in the long run help private investment. 

Senator Hicken.oorer. Over the last several years I have been in a 
number of so-called underdeveloped countries, some of them more 
than once, and I have seen practically no progress in the ability of the 
small individual to get any loans or money. He seems to be in the 
same great poverty he has been for many years. Certain govern- 
mental operations seem to have access to finances, but that only con- 
tinues to build the government monopolies in these countries and the 
little fellow seems to have progressed very little in his ability to get 
credit for his own private operations. The various nations, all of us, 
that operate along this line just seem to be piling government loan 
on government loan, and the government monopolies increase and 
statism increases in many of these countries. But the idea of private 
initiative does not seem to advance very much, that is, in a vigorous 
= which would mean a strong economy in the private enterprise 

eld. 

Mr. McCuoy. I think this is a slow development in these countries. 
I spoke—and perhaps this was again before you came in—of an ave- 
nue or channel into which I think a good bit of this financing could 
well find its way. That is, in the local development banks of these 
countries where they do lend to the private individual on the ground. 

Senator Hicxen.oorer. Yes, you find these local credit banks and 
development banks, but you have got to be a pretty big duck before 
you can get that kind of a loan, and the interest rate is prohibitive in 
those countries. 

Mr. McCtroy. This is a better means of getting loans and more 
expeditious loans directly from the government because they are in 
that business and they are designed to do it, and I would feel they 
might very well be the recipient of some of the lending of IDA to the 
very purpose that you are speaking of. 
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That may not be the answer and you may not find the development 
of private enterprise or the little fellow, as you speak of him, coming 
along until he, or the economy of the country, has felt the impact of the 
increased power or the increased transportation, which are govern- 
mental or quasi-governmental in these underdeveloped countries. 

Senator Hicken.oorrr. Well, it is a slow process, but in many 
ways it has seemed to me like not going near the water until you learn 
how to swim. I think too often we have taken the line of least resist- 
ance and have written a check to the other government and have gone 
on about our business. And what has happened is that government 
monopoly, government controls, have increased. The life of the 
small individual has not advanced a great deal. 

Now, maybe it has to be that way, I do not know. 

Mr. McCroy. I believe we should do everything we can, naturally, 
to develop the private field. I think the tendency that you referred 
to exists and perhaps it has to exist in view of the underdeveloped 
character of these countries, the fact there are not very many individ- 
uals who do have the know-how. It is a very difficult job for the 
governments to gather together the technicians. 


CONTRIBUTION OF OTHER COUNTRIES 


Senator Hicken.ooprr. Well, there are two things that I think are 
very important, at least in my view. One, I think it is essential, and 
I think it is morally proper, that a number of these other nations in 
the world—let us call them the more prosperous nations, in the West- 
ern World especially—begin to get in and contribute their share to 
this developmental program. 


I do not mean to contribute credit for their own merchants to do 
business, but to make some real genuine contributions to the well-being 
of some of these underdeveloped areas in the world which have to be 
developed. 

We have carried the whole burden up until now in the, let us say, 
contribution field. 

Many of these governments are quite affluent, and they have the 
money to extend credit to private manufacturers and so on, and liter- 
a are taking the markets away from us in that part of the 
world. 

Part of that is our fault, we are pricing ourselves out of many of 
the world markets here, but I thoroughly agree it is high time these 
nations make a proper contribution to this effort. 

Secondly, I think, and have thought for a long time, that a so- 
called soft loan program in certain types of activities is very much 
indicated. I think the development loan program is a good one which 
we have here. But I do not think it goes far enough, because I think 
we ought to establish some mechanism whereby other countries can 
get in and dotheir full share. But I do get confused by these numerous 
international financial agencies that get themselves all intertwined 
with each other and cause, at least to me, a lot of confusion as to what 
their clearcut activities are. 

It would seem to be better if we could compress a lot of these 
activities into fewer organizations rather than to extend them into 
new added organizations. 





INTERNATIONAL DEVELOPMENT ASSOCIATION 65 


Mr. McCuoy. That is precisely what is being done in this case, be- 
cause the operation of these funds, the administration of these funds 
is going to be administered by the same World Bank that we are 
familiar with, and not a new one. 

Senator HickEeN Looper. You are just using the same board of di- 
rectors and so on to administer these funds as administer the other 
funds? 

Mr. McCoy. Yes, sir, it is the same board of directors as well as 
the same officers. 

Senator Hickentoorer. It might be well to think about all de- 
velopment funds being administered by the same board. 

Mr. McCtoy. I think there is a great proliferation, there is need 
for coordination. 

Senator HickenLoorer. Thank you very much. 

Senator Green (presiding). Mr. Sparkman, have you any ques- 
tions? 

Senator SparKMAN. Just this, Mr. McCloy. I have read your state- 
ment since I have come in. You are a banker by profession ? 

Mr. McCuoy. Yes. 

Senator Sparkman. And you were head of the International Bank 
in its early days, as I recall. 

Mr. McCoy. That is right. 


LENDING COORDINATED WITHIN THE INTERNATIONAL BANK 


Senator Sparkman. Do you foresee any difficulty in the bank carry- 
ing on two separate activities ? 

Mr. McCuoy. Yes. I said I think they are going to have some 
rather awkward situations, but 1 would much prefer to have them 
administering it than two separate agencies. 

Senator Sparkman. I notice you make what I consider to be a 
good point : that you keep down, shall we call it, competition—in other 
words, the likelihood of making soft loans when bankable loans could 
be made. 

Mr. McCuoy. Yes; and I think the identity of administration is ex- 
tremely important. Indeed, I said in the course of my statement that 
unless that feature were involved, I think I would be opposed to this. 

Senator SparKMAN. It is going to require very careful administra- 
tion; is it not ? 

Mr. McCroy. Yes. 

Senator SparKMAN. But you believe that it could be done ? 

Mr. McCrioy. I believe it can be done because the people who are 
there know just what the capacity of that country is to make a hard 
loan and what the capacity is to make a soft loan, and they can adjust 
the two and there cannot be any monkey business. The borrower 
cannot be going down to one fellow on one end of the street and 
coming up and putting him in competition with the other. He will 
have to make his case before the same man that administers the whole 
thing. 

Senator SparkMAN. Thank you, Mr. Chairman. 

Senator Green. Mr. Aiken, any questions? 

_Senator Arken. Mr. Chairman, there are several questions I would 
like to raise, but inasmuch as we went into this matter pretty thor- 
oughly with Mr. Upton last Friday, in fact, so thoroughly that Sena- 
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tor Williams did not get any chance to participate in the questioning, 
I would defer my questioning this morning in the hopes that we may 
reach Senator Williams today. 

If, later on, it develops that we have time on our hands, then per- 
haps I would like to ask some qeustions. I do not anticipate that 
situation, however. 

Senator Green. Mr. Gore. 

Senator Gore. No questions. 

Senator Green. Mr. Williams. 


NO PRESENT INTERNATIONAL ORGANIZATION TO ADMINISTER SOFT LOANS 


Senator Wiu1ams. Mr. McCloy, what could be done under the 
International Development Association that cannot be done under 
other existing agencies ? 

Mr. McCuioy. If the IDA goes through, you will have an interna- 
tional organization that can administer both hard loans and soft loans. 
There is now no international organization which really is equipped 
to do that. 

Senator Wii14Ms. Then, in effect, could it be said that the purpose 
of the International Development Association is to do on an interna- 
tional cooperative basis that which is now being done unilaterally 
under the Development Loan Fund ? 

Mr. McCoy. That is right. 

Senator Wiuias. If that is true, if this is organized with its 
authority for $1 billion subscribed, does that mean we should elimi- 
nate or sholish the Development Loan Fund ? 

Mr. McCoy. No. I do not know how the objectives of the Develop- 
ment Loan Fund might be changed. They may be modified as a 
result of our participation in the IDA, but I do think that there are 
situations where you have a reason or rationale for a national bilateral 
arrangement just as we have an Export-Import Bank vis-a-vis the 
World Bank. I think that there may be situations where the United 
States would want to intervene with a so-called soft loan bilaterally. 

Senator Witx1AMs. Do we not have that authority under about eight 
different public laws other than the Development Loan Fund already ? 

Mr. McCioy. I think you have, as I say, a proliferation of agencies, 
and I think that there is need for coordination in the national field. 


DRAPER COMMITTEE SUGGESTIONS IN REORGANIZATION OF LENDING AGENCIES 


Senator Wit1ams. I was very much interested in the report of the 
Draper committee, of which you were a member, which criticized the 
fact that we had so many international lending agencies and authority 
and recommended a consolidation. And yet this isa new one. I was 
wondering which agencies you had in mind when you suggested we 
should consolidate or eliminate ? 

Mr. McCuoy. I think we did not talk so much about the interna- 
tional agencies as we did the national agencies, 

Senator Witu1aMs. All right. Then which of the national agencies 
should be abolished ? 

Mr. McCroy. Well, I would like to refer you to that report rather 
than to go into that now. We were, as a result of the evidence that 
we took, quite convinced of the necessity for a tighter coordination 
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of the policies than now exists. I do not know that they would say they 
would eliminate any one, but I think that they would wish a much 
better control than we now have of the various agencies. 


PROCEDURES FOR SELECTION OF DIRECTORS 


Senator Witx1aMs. The proposed membership of this new agency 
is outlined on page 50 of the report. Are these the identical members 
as are presently members of the International Bank? 

Mr. McCoy. Yes. 

Senator Witii1aMs. And the same direct proportion ? 

Mr. McCuoy. Yes. 

Senator Wiiu1AMs. In the International Bank, their actual contribu- 
tions, however, must be in hard currencies? 

Mr. McCuoy. Well, yes. The basis upon which their contributions 
are made, of course, are spelled out in the articles. 

Senator Witu1ams. That is hard currency, and this provides that 
they would make this contribution in soft currencies? 

Mr. McCrory. Yes. Toadegree. There is a percentage—— 

Senator Wiix1AMs. Ninety percent of it is soft and 10 percent of it 
in hard currencies ? 

Mr. McCoy. Yes, 10 percent has to be hard. 

Senator Witu1aMs. Is that correct, as you understand it? 

Mr. McCuoy. Yes. 

Senator Wixu1aMs. Now, in establishing the voting rights of the 
membership in the proposed development agency, do they elect the 
Directors with those voting rights ? 

Mr. McCuoy. Yes. 


Senator Witu1aMs. The member joins it, and gains so many voting 
rights in joining? 

Mr. McCioy. Yes. 

Senator Witi1ams. What does he vote on ? 

Mr. McCtoy. Well, he will vote on the loans. 

Senator Witi1aMs. On the loans only ? 


STATEMENT OF T. GRAYDON UPTON, ASSISTANT SECRETARY OF 
THE TREASURY—Resumed 


Mr. Upton. The directors vote on loans and such matters as are put 
up to them. 

Mr. McCiory. Who elects the Directors after the IDA has become 
a part of the Bank? 

Mr. Upron. Well, it is assumed that the same Directors will serve 
the same countries. The Executive Directors are appointed by the 
country. 

Senator Green. I think it would be better all around if Mr. Upton 
came up and sat by you. 

Mr. McCuory. Good. This is a detail of the charter. I do not know 
just how the new Directors are to be elected. 

Senator Witu1aMs. That is what my question is getting down to. 
Is it essential under this agreement, if approved, that the Directors 
of the IDA must in all circumstances be identical and the same Direc- 
tors as those of the International Bank; is that mandatory? 
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Mr. Upton. It is not mandatory that they be identical in number 
because it is possible that all of the countries that are members of 
the International Bank will not join the IDA, and if this were true, 
it could mean a somewhat smaller number of Directors and somewhat 
different voting arrangements in IDA than in the Bank. 

If, on the other hand, all of them do join, there would be the same 
number and voting arrangements. 

Senator WituiaMs. But if they do not join, they will not have to 
be the same Directors, is that true ? 

Mr. Urron. Not the same number; that is correct. 


POSSIBILITY OF DUAL DIRECTORSHIP RAISED 


Senator Witt1aMs. Then assuming that they all did not join, would 
you not have it possible that you would have a dual membership of 
dual Directors? Are you sure these agencies are going to be as closely 
related if you can have a dual directorship under this association? 

Mr. Upton. I think it is reasonably foreseeable that sufficient coun- 
tries will join so there would not be any significant difference in the 
number of the Executive Directors. 

Senator Wixtriams. Is there anything in this agreement that would 
prevent it from happening ? 

Mr. Urron. No, there is not. 

Senator Witx1aMs. To have a dual directorship? 

Mr. Urron. No, there is not, because this is a separate institution 
which has to be joined separately, and the fact that certain countries 
might not join might lead to the situation to which you referred. 


(The following material was later furnished to clarify the question 
of dual directorship :) 


Article VI, section 4(b) of the articles of agreement provides as follows: 

“The Executive Directors of the Association shall be composed ex officio of 
each Executive Director of the Bank who shall have been (i) appointed by a 
member of the Bank which is also a member of the Association, or (ii) elected 
in an election in which the votes of at least one member of the Bank which is 
also a member of the Association shall have counted toward his election. The 
alternate to each such Executive Director of the Bank shall ex officio be an 
Alternate Director of the Association. Any Director shall cease to hold office 
if the member by which he was appointed, or if all the members whose votes 
counted toward his election, shall cease to be members of the Association.” 

So it would not be possible for any person who is not an Executive Director 
of the International Bank to sit as an Executive Director of the IDA. This 
provision, as well as the provision that the same person serve as President and 
Chairman of the Board of both institutions, was designed to assure maximum 
coordination of the activities of IDA with the IBRD. 

In the event of a smaller membership in IDA than in the Bank, there would 
be two possibilities: First, that IDA’s Board of Directors could consist of a 
smaller group of Bank Directors than the full membership of the Bank Board, 
because some Bank Directors would represent only countries which were not 
IDA members and thus would not be IDA Directors; or second, that IDA’s 
Board could consist of all of the IBRD Directors, but several Directors would 
represent and cast the votes of fewer countries in IDA than they do in the 
IBRD. 

It should be noted that a Director representing, say, five countries in the 
International Bank, of which only one country has joined IDA, would cast the 
votes of that one country only in the IDA. Board. 

In no sense could there be a “dual directorship,” if that term means different 
personnel representing the same countries in the respective Boards of Direc- 
tors of the two institutions. There could be dual directorship in the sense 
that a Director might cast a different number of votes in IDA than the same 
person is entitled to cast in the IBRD. 
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Senator Wiu1AMs. In the International Bank the voting rights, 
as I understand it, are in direct proportion to the contributions of the 
respective countries; is that correct ? 

Mr. Upton. That is correct, except for one minor aspect, and that 
is that each country is given a small number of votes for membership. 
That tends to distort the exact relationship by a small percentage. 
Otherwise, your statement is correct. 

Senator Wiiu1aMs. Is that true under both the International Bank 
and under this International Development Association ? 

Mr. Upton. That is correct. 

Senator Wit11aMs. And that distortion would be carried through 
under both agencies in direct proportions; is that correct? 

Mr. Upron. That is correct. 


CURRENCY CONTRIBUTIONS TO THE INTERNATIONAL BANK 


Senator Wiuu1ams. However, the International Bank is all hard- 
currency contributions; is that correct ? 

Mr. Upton. No, sir. Let me clarify the contributions to the Inter- 
national Bank. Two percent of each country’s contribution was made 
in gold or in dollars; 18 percent of each country’s contribution was 
wade in its own currency to be converted or to be used subsequently 
in accordance with an agreement with the Bank; and 80 percent of its 
contribution was in the form of a guarantee. 

So that actually only 2 percent had to be given by each country in 
gold or dollars, with an additional 18 percent in its own currency, 
the use of which would be subsequently negotiated with the Bank. 

Senator Wixt1aMs. But there were certain guarantees that carried 
with that 18 percent that are not present in this 90-percent contribu- 
tion arranged for here; is that not the case ? 

Mr. Urron. No. I think you can compare the 90 percent pretty 
closely, at least for the underdeveloped countries, with the 18 percent. 

Senator Witxt1ams. You can compare it, but are they the same? 

Mr. Upton. In other words, in each case, to use the 90 percent, 
and I am speaking now for the underdeveloped countries, to use 
the 90 percent or to use the 18 percent would require negotiation of 
the bank with those countries, except for certain very limited uses. 

Senator Wiix1aMs. I understand you could assume that in the 
process of these negotiations in order to come out with the same 
answer. But my question is: Is there anything in the agreement 
which says you must come out with the same answer? 

Mr. Urron. With respect to the 90 percent and the 18 percent? 

Senator Witt1aMs. Yes. 

Mr. Urton. There is a very similar pattern expected of it and simi- 
lar limitations, but there is no decision that you will come out with 
exactly the same answer. 

Senator Wiu1ams. I understand the expectation, but I am just 
speaking of the provisions, if it is approved. As I understand it, 
there is nothing which would make that answer come out? 

Mr. Urron. There is nothing which by the charter itself would 
make an identical outcome. 
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VOTING POWERS DISCUSSED 


Senator Wiiu1aMs. In this setup, as I glance at it here hurriedly, 
each country is allowed one vote for each $5,000 of its contribution, 
whether that contribution be in hard currency or soft. 

Mr. Urron. That is correct. 

Senator Wiu1aMs. And in addition to that, there is a $500 bonus 
per country. 

Mr. Upron. 500 votes. 

Senator Wiiu1aMs. 500 votes, I mean, for each country. 

Would not the mathematics of this setup be as follows: Those coun- 
tries under part I would contribute their $763 million, which would 
be hard currencies or convertible into gold. On the other hand, of 
the $236 million contributed by the 51 countries under Part II, there 
would only be $23.6 million which would be convertible into gold. 
Is that correct? 

Mr. Upton. That is correct. 

Senator Wuu14Ms. The net effect of it would be the United States 
would be providing 41 percent of the gold and we would have 271, 
percent of the vote; is that right ? 

Mr. Upton. That is correct. The voting power runs equally to soft 
currencies as to hard currencies. 

Senator Wiiu1ams. Whereas under the International Bank we con- 
tribute 32 percent of the hard currencies and we have approximately 
30 percent of the voting power; is that not true? The 2-percent dif- 
ferential being by this extra contribution to the countries. 

Therefore, on this particular phase of it, we lose about 12 or 14 
percent in voting power under this agency that we have in the Inter- 
national Bank, do we not, as compared to our contribution of gold? 

Mr. Upton. I would like to give some thought to that, Senator, but 
I am under the impression we have not lost any voting power in con: 
junction with the—— 

Senator Wiiu1aMs. I am speaking of it from the standpoint of our 
contributions measured in hard currencies. We are proceeding on 
the premise that the contributions of the soft currencies do not really 
represent usable contributions. And confining this to a comparison 
of the hard currencies contributed under the International Bank and 
the hard currencies or gold contributed to IDA, we do lose voting 

ower ? 

. Mr. Urron. Well, the reason I am hesitating to give you a specific 
answer is that in the International Bank our contributions of gold 
and hard currencies were immediately 2 percent plus our 18 percent, 
whereas that of the other countries was immediately 2 percent but 
since that time they have made their 18 percent in many cases con- 
vertible and the equivalent of ours, but this goes on over a period of 
time. 

So without some research, I would be unable to determine exactly 
what our voting percentage is in the World Bank based exclusively 
on the contributions made in convertible currencies or gold by all of 
the countries. 

Senator Wit1aMs. But I am considering not only the contribu- 
tions made to the International Bank but also the guarantees which 
are made. Our guarantees for payments on International Bank loans 
are guarantees to be paid in hard currencies; is that not true? 
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Mr. Upron. That is correct. 

Senator Witu1aMs. So you cannot just stop at the 2 percent and the 
18 percent. We have got several billion dollars in guarantees back 
of that, which enn the Bank can ask us to put up and it must 
be in hard currencies or gold. 

Mr. Upton. That is correct; but we must not forget that there are 
also the other industrial countries whose currencies are extremely 
strong today, guaranteed, and also could be proportions of that 
guarantee. 

Senator Witu1aMs. That is true of the International Bank. But 
what I am pointing out is when you move over into the IDA situa- 
tion, that would not be true, because the 51 countries would only be 
obligated to their 10 percent of their contributions in hard currencies 
and 90 percent would be in soft ? 

Mr. Urton. The group II countries. 

Senator Wiztu1ams. Yes. Is that not true? 

Mr. Upton. That is correct. But I repeat, Senator, that it would 
take a detailed arithmetical calculation to come up to a conclusion on 
this voting power, because of the 18-percent variation. 

In other words, many of the countries have made that 18 percent 
fully available, many have made it restrictively available, and some 
have not made it available at all. 


VOTING POWER IN RELATION TO GOLD CONTRIBUTIONS 


Senator Wiu1aMs. But to get back to the IDA in terms of the vot- 
ing power, there would be about 234,000 votes if all of the members 
joined, if everybody pays up? You are putting a billion dollars in and 
you get 1 vote for each $5,000; that would be 200,000 votes. 

Mr. Upron. That is correct ; 234,000 votes. 

Senator Witui1aMs. 234,000 votes in the total amount. Of that 
amount, the United States would get 64,558 votes; is that not true? 

Mr. Upton. Yes. 

Senator Witu1ams. And we put up 41 percent of the gold or hard 
currency ? 

Mr. Upton. That is correct. 

Senator Wituiams. And we would have 2714 percent, that may not 
be exact, of voting power. But moving down to the part II countries, 
the 51 countries would contribute $23,693,000 in gold—is that correct— 
10 percent of it would be in gold or hard currency ? 

Mr. Upron. That is correct. 

Senator Wiiu1ams. And that is equivalent to 3 percent of the gold? 

Mr. Upron. That is correct. 

Senator Wituiams. And the combined voting power of those 51 
countries would be 71,886 votes, or about 31 percent of the vote, with 
3 percent of the gold. Is that correct? 

Mr. Urron. Thirty-one percent of the vote; that is right. 

Senator Witu1ams. They would have 31 percent of the vote with 3 
percent of the gold, whereas the United States would put up 41 per- 
cent a gold and we would have 27 percent of the vote; is that 
correct 

Mr. Urron. That is correct. But I would like to add this: that 
there is a very important question here of sensitivity and relationships 
with other countries, that they consider that they have put up a cur- 





72 INTERNATIONAL DEVELOPMENT ASSOCIATION 


rency, i.e., their own currency, which is just as difficult for them to 
raise through their own internal processes as it is for us to make avail- 
able our own currency. ; P 

Senator WitiraMs. I am not questioning the merits, but just point- 
ing out the mathematics. 

Mr. Urron. Yes. 

Senator Witi1aMs. There was much made, as I understood it, of the 
voting relationship and control of this agency. It would be held 
by the countries putting up the money, and it would be more or less 
in proportion to that which is presently the vote in the International 
Bank. That is not true, is it? 

Mr. Urron. Well, I think that the reason we say this—— 

Senator WiixtrAMs. I would like for you to answer the question. 
Am I not correct that. we do lose voting power under this IDA that 
we have under the International Bank; we lose control of part of that 
which we put in? 

Mr. Urron. Not if we consider all currencies together in the IDA 
as we did in the International Bank voting power. If we consider 
them separately and just attached your voting power to your gold and 
currencies, I would have to give you that answer later because I do not 
have that calculation. 

Senator Wiu1aMs. That is what we are attaching. We are moving 
over, considering soft currencies, are we not ? 


AUTHORIZATION TO PUT EXISTING HOLDINGS OF INTERNATIONAL CUR- 
RENCIES UNDER NEW AGENCY 


Another question: Part of the purposes of this bill, running paral- 
lel to the agreement, as I understand them, is to authorize us to put 
up some of our existing holdings of international currencies that have 
been accumulated under various programs and turn them over to this 
agency ; is that true? 

Mr. Upton. There is a provision for that. 

Senator Witu1aMs. It is the purpose and intent to turn some of 
these currencies over to this agency ? 

Mr. Urron. That is correct. 

Senator Wiiuiams. Now, do we get any voting credit for these 
currencies ¢ 

Mr. Urron. No; we do not. 

Senator Wiiu1aMs. Then nonvoting power ? 

Mr. Upton. Yes. 

Senator Wiiu1ams. And we lose control of them when we put them 
in this pocket ? 

Mr. Upton. We provide for the control of the loaning purposes by 
the IDA. 
_ Senator Witi1aMs. We have, as I understand it, about $1.5 billion 
in so-called soft currencies on hand now; is that correct ? 

Mr. Upron. I think it is slightly larger figure. 

Senator Wiu1aMs. $1.5 billion to $2 billion; is that correct? 

Mr. Urron. About $2 billion. 

Senator WititaMs. $2 billion. Right. 

Now, assuming that we turn that over to the IDA, and they have 
loaned it, that would be turned over to them for the purpose of mak- 
ing loans in the respective countries, would it not ? 





m: 


of 


WwW 


I] 


— 


ote ext> 


INTERNATIONAL DEVELOPMENT ASSOCIATION 73 


Mr. Urron. Well, Senator, may I question your assumption? They 
may only be turned over to IDA if there is an agreement on the part 
of the country whose currency is concerned 

Senator Witu1aMs. That is correct. 

Mr. Upron. And if IDA sees a use for that, and is in agreement 
with the United States. 

Now, we cannot foresee the amount that might be turned over to 
IDA, but undoubtedly it would be only a modest amount. 


INTEREST ON ACCRUED CURRENCIES 


Senator Witii1AMs. Well, to whatever extent it would be, I under- 
stand it would have to be with the approval of the country. But as- 
suming that the country gives that approval, and I cannot conceive 
of IDA turning it down, whom would it be loaned to, who would col- 
lect the interest on this?) Would the interest accruing on these cur- 
rencies go to IDA then as an additional earning power, or would 
it be returned to the United States? 

Mr. Upron. Well, that would depend upon the terms and conditions 
under which the individual amounts were turned over to IDA. 

Senator Wiiu1AMs. What are your intentions? 

Mr. Urron. We intend to deal with each one of these in an indi- 
vidual negotiation. I think that if one might speak generally, one 
might say that one would expect that these would be turned over 
to IDA with a minimum of restrictions on them, but there is nothing 
in the charter which describes this other than 

Senator Witu1AMs. That is the reason I am asking the question. I 
noticed that it would be your plan to turn them over to them, and 
allow the accumulated interest to accrue to IDA; is that correct? 

Mr. Upton. That is correct. That would be the general desire. 

Senator Witx1AMs. Now, once these loans have been made and re- 
paid, does this repayment fund become property of IDA, or would 
that repayment come back? Do we hold a claim to it or would we 
relinquish all title and claims once we turn them over? 

Mr. Upton. That would be again completely up to the arrange- 
ments which were made at the time the funds were turned over to 
IDA. 

Senator Wixiiams. But if we pass this bill, as far as Congress is 
concerned, we are through with it so far as our authority is concerned. 
Therefore, I would like to ask you, what are your plans on this and 
what do you plan to do? 

REVOLVING FUNDS 


Mr. Upron. I might make one remark that would clarify this. We 
consider that our own local currency funds which are for development 
under ICA or 104(g) as basically revolving funds, in other words, 
they are loaned out and they will come vack in due course. 

Now, although at the present time they do come back to the Gov- 
ernment, I think it has to be assumed that the only reasonable use 
for those in the foreseeable future would be to reloan them for further 
development, rather than transfer them back into dollars. 

Now, the same thing presumably will take place in IDA, this will 
become a revolving loan fund. 








74 INTERNATIONAL DEVELOPMENT ASSOCIATION 





Senator Wii11ams. You are not figuring on the need for this run- 
ning into perpetuity, are you, or is that the plan? 


Mr. Upton. I do not think I can possibly think that far ahead, 
Senator. 


Senator Wuu1ams. Well, I think as an individual if you were 


turning over a portion of your own money to some agency, you would 


want to know when it was coming back and in what terms it is coming 
back. 


Mr. Upton. Yes, indeed. 
Senator Witx1aMs. As an official of the Government, do you not 


think every one of us should likewise know what we are doing and 
have some plans in advance ¢ 


Mr. Urron. Yes,I do. 

Senator Witu1ams. What are those plans? 

Mr. Urron. We do not have plans at the present time because the 
bill has not been passed and no arrangements have been made. 

Senator Wi1aMs. As one who has to vote on this bill, I would like 
to know what your plans are before I vote on it. Do you not think 
Congress should have something in mind before it votes? We are 
dealing with a couple of billion dollars. 

Mr. Sena. May I prepare a statement for you ? 

Senator Wiiu1aMs. Yes, that would be satisfactory. Do you not 
think it would be appropriate to have that in the record ? 

Mr. Urron. Yes, I do. 


(The material submitted by Mr. Upton follows:) 


Senate Resolution 264 (85th Cong., 2d sess.) suggested as one of the objec- 
tives of the International Development Association “facilitating, in connection 
with such loans, the use of local and other foreign currencies, including those 
available to the United States through the sale of agricultural surpluses and 
through other programs.” This objective was kept in mind in the negotiation of 
the articles of agreement of the Association in the Executive Board of the 
International Bank, and, accordingly, article III, section 2(a) of the proposed 
articles provides for arrangements whereby one member may make available to 
the International Development Association supplementary resources in the 
currency of another member. The terms and conditions on which such resources 
may be made available are subject to agreement between the International 
Development Association and the United States, as the country providing the 
resources, and the transfer to the International Development Association is 
subject to the consent of the country whose currency is transferred. 

It is the present view of the administration that, if it transfers Public Law 
480 currencies to the International Development Association under this provision, 
it would not require the International Development Association to return these 
currencies to the United States, except in the event of the liquidation of the 
International Development Association or the withdrawal of the United States 
from membership. The currencies thus initially provided by the United States 
to the International Development Association could be used for loans principally 
to the country whose currency is involved in a given case. Repayments of 
principal would accrue to the International Development Association, and be 
available for further loans. In this way the International Development Asso- 
ciation would have a revolving fund of local currencies which it could use in 
its operations separately or in conjunction with loans of foreign exchange. 
Accordingly it will be possible to program such uses in advance, and it will 
eliminate renegotiation on the reuse of these local currency funds with the 
countries concerned. Continued availability of these local currency resources 
should make for more effective use of them in promoting economic development. 

At the present time somewhat more than half the proceeds from the sale of 
goods under title I of Public Law 480 is returned in the form of loans or grants, 
principally loans, to the foreign country which purchased the agricultural sur- 
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plus. It is from this portion of the future sales proceeds that it is expected that 
a moderate proportion may be agreed upon in future sales agreements for trans- 
fer to the International Development. Association. These loans are now being 
made in local currencies and are being repaid in local currencies. Under exist- 
ing arrangements the amounts of local currencies expected to accrue to the 
United States in some countries will be in excess of the amounts which can be 
used for U.S. Government purposes. The main use which can be made of interest 
and amortization payments received in these lucal currencies, when in excess, 
will be to make further loans of these currencies back to the country. Unless 
these currencies at some future time could be transferred into other currencies 
or used to meet U.S. requirements for these currencies, the United States would 
not, in any event, receive a dollar income from these reflows. 

Generally speaking, it is our present view that similar considerations would 
apply to the payment of interest by the International Development Association 
as apply to the repayment of principal of local currencies supplied to it under 
these arrangements. The United States in transferring local currencies could 
agree with the International Development Association, however, on the dispo- 
sition of net earnings on loans made with the currencies so supplied, in accord- 
ance with the articles of agreement. 

It should be noted that each initial transfer of currency to the International 
Development Association will have to be negotiated. If the United States, be- 
cause of a change in the situation at some future time wished to change the 
conditions on which it provided local currencies for lending by the International 
Development Association, it could propose different terms applicable to later 
transfers, subject to agreement with the International Development Association 
and the countries concerned. 


BASIS FOR ELECTING DIRECTORS 


Senator Wii1aMs. Now, assuming further that IDA is approved 
by the Congress, as I understand it, it becomes effective when 65 per- 
cent of the contributions have been approved; is that right? 

Mr. Upton. Yes; that is correct. 

Senator WiniiAMs. Sixty-five percent of the contributions ? 

Mr. Urron. Yes. 

Senator Witu1aMs. Suppose in the approval of the 65 percent— 
and this may be a wrong supposition, but in business you have got to 
deal with what could happen—if the part II countries all approved 
and the United States approves, that is about 55.6 percent. You 
would only need 10 percent more of the hard currency countries to 
approve and this is in effect. 

Now, we will assume we only get that minimum approval, and this 
agency begins functioning with the 65 percent. It could function 
with that contribution of $650 million, could it not ? 

Mr. Upron. That is correct. 

Senator Wirtr1ams. Now, how would you elect your directorship 
then? Would those contributing this $650 million, or 65 percent, 
elect the directors for this agency, or would they be elected by the 
International Bank with the votes of the 35 percent of the membership 
that did not join this? 

Mr. Upron. No, they would just represent those who have con- 
tributed and are members of this organization. 

Senator Witu1aMs. They would be elected only by those who have 
contributed ? 

Mr. Upton. That is correct. Insofar as informal voting takes place 
in the Board of Directors, however, it is generally by a simple major- 
ity. So that you can seen even a minor difference in the number of 
directors due to a lack of complete identity of membership would 
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not destroy in any way the identity of purpose when you consider that 
you are voting generally by a simple majority. 

Senator Witir1aMs. Then, would it not be more practical to say that 
this agency could only come into effect when it has been approved by 
the Bank itself, and that by the present directors of the Bank rather 
than 65 percent ? 

Mr. Upton. No, I do not think so, Senator. I think you have to 
set for any institutions a specific percentage of the total contributors 
and the funds that are going to have to be contributed to have it come 
into being. I do not think it would be appropriate for the Congress 
or the parliaments of other countries to leave the decision to the 
International Bank as to when it would come into being. 

Senator Witut1aMs. I do not think so either. 

Mr. Upron. Because it would have no knowledge as to what per- 
centage of the members of the International Bank might decide to 
join IDA. 

Senator Witu1AMs. I just wonder if this 65 percent is realistic. 

Now, carrying this supposition through that IDA is approved with 
a minimum of 65 percent, it is natural to assume that part II coun- 
tries who only have to put up 10 percent would be able to and would 
subscribe to it. In that event it would be mathematically possible to 
have a situation where this agency would be declared fully operative 
with the United States having put up 73 percent of the hard money. 

Mr. Upron. Senator, it would be mathematically possible but quite 
unlikely. 

Senator WituiAms. That is right. 


GENERAL UNDERSTANDING AMONG MAJOR CONTRIBUTING COUNTRIES 


Mr. Urron. Because you must not overlook the fact that before nego- 
tiations were undertaken there were informal talks between Secre- 
tary Anderson and Under Secretary Dillon and others with all of the 
major contributing countries, and that there was a basis of general 
understanding reached in these talks, and that the negotiations them- 
selves followed that pattern. 

Senator Wiii1aMs. There is a general understanding that they will 
all approve, is that correct ? 

Mr. Urron. There was a general understanding they were all in 
agreement in principle with the setting up of such an organization. 
No, this does not mean that their parliaments will approve, because 
the people who have these conversations are not necessarily the people 
who take the decisions on this. 

Senator Wixui1aMs. I realize that, and assuming that they did not, 
mathematically the result could be that you would have this fund fully 
operative, with the United States contributing 73 percent of the total, 
with less than 40 percent of the voting power, and you find the part I] 
countries contributing 514 percent of the gold with a majority of the 
voting power. 

Mr. Urrton. No, because if it went into effect with 65 percent, the 
percentage of voting power would substantially increase on the part 
of the United States as well as on the part of the other contributors. 

Senator WixtiaMs. That is right, it would increase, but it would 
not increase our voting power to the point where we would have over 
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64,558 votes. We would not have any more. The 51 countries would 
have 72,886 votes, and they would have the same and you would, in 
effect, be transferring the voting power and the power to run this 
agency, using a hypothetical case, where those who would put up the 
least could run the agency and we who contributed 73 percent would 
have absolutely nothing to say about anything applying against us— 
could it not happen ? 

Mr. Upton. Well, Senator, you have made a series of very interest- 
ing hypotheses, but I do not think in our background we have any 
basis at all for assuming 

Senator Witu1AMs. I agree with you, we do not, and if you do not, 
what is wrong with changing the figure from 65 percent to 100 percent 
and saying that it cannot 

Mr. Upton. The problem is this: You must always allow a certain 
leeway for joining of these organizations if in effect it is going to be 
administratively feasible. 

We have had this experience with the Inter-American Development 
Bank where we set a considerably higher figure and it was hardly 
achieved in time because of the fact that Cuba did not enter and the 
fact that one or two other countries had not completed their processes. 

So in an effective organization, it is generally presumed reasonable 
to leave a certain leeway. Now, this 65 percent figure, I believe, was 
the same figure which was used in the establishment of the World 
Bank. 

(The following additional information was subsequently furnished 
by Mr. Upton :) 


The articles of agreement of the IDA, article XI, section 1, provide that the 
“agreement shall enter into force when it has been signed on behalf of govern- 
ments whose subscriptions comprise not less than 65 percent of the total sub- 
scriptions set forth in Schedule A.” arious factors were taken into account 
by the Executive Directors of the International Bank, who drafted the articles 
of agreement, in their decision to select the 65 percent figure. An important 
consideration was the precedent of the articles of agreement of the International 
Bank, which required 65 percent of the capital subscriptions for entry into force. 
Further, there was broad agreement on the advisability of establishing the IDA 
at as early a time as feasible. It was believed that a larger percentage might 
unduly delay the establishment of IDA due to the inevitable procedural delays 
on the part of some of the large number of nations which must comply with 
their varied internal governmental procedures before ratifying. In addition, 
the IDA project had had wide international acceptance in principle, and it is 
expected that most or all of the subscriptions will over time be provided. The 
coming into being of the organization should, in itself, stimulate further 
ratifications. 

Questions have been raised, however, concerning some of the consequences 
which could theoretically arise if the IDA were to commence operations with 
minimum part I country participation. 

Assuming, for the purpose of the example, participation by all 51 part II 
countries (23.693 percent of subscriptions) and by the United States (32.029 
percent), a minimum of $92.78 million by additional part I countries would also 
be necessary for the agreement to enter into force. This would be the approxi- 
mate result if the other part I countries were France (or Germany), Japan, 
and Norway, which have combined subscriptions of $93.27 million. These 
countries, together with the United States, would represent the minimum num- 
ber of part I countries required for the agreement to enter into force with the 
minimum total initial subscriptions. 
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The relative subscriptions and voting power which would result from this 
hypothetical example would be as follows: 


Subscriptions Voting power 


Millions of Percent of Votes Percent of 
dollars total total 


49.2 64, 568 
France, Japan, and Norway !- b 20, 154 
Part II (51 countries) 


157, 598 


1 It should be noted that because each member receives 500 votes in addition to 1 vote per $5,000 of its 
initial subscription, the total votes of this group of part I members would vary depending upon the number 
of countries in the group. For example, if France were excluded from this group, sufficient subscriptions 
could be obtained to commence operations with membership to include Austria, Denmark, Italy, Luxem- 
bourg, Sweden, and the Union of South Africa. The combined subscriptions of these 6 countries would, 
with Japan and Norway, total $93.44 million; they would receive combined votes of 22,688, representing 
14.2 percent of the 160,132 total votes. 


In the example illustrated by the table above, the United States would pro- 
vide 49 percent of the total initial subscriptions and receive 41 percent of the 
total votes. The 51 part II members would provide 36 percent of total sub- 
scriptions, and they would receive 46 percent of the total votes. Regardless 
of the particular countries which would form the membership, the IDA could 
not come into existence with the majority of voting power in the hands of the 
part II members. Therefore, effective voting control would in every case be 
held by the United States and the other part I members whose position in the 
IDA would be parallel with that of the United States. 

The example above is, of course, hypothetical and does not, especially so far 
as the part I countries are concerned, represent the probable membership of the 
IDA. We have recently been informed that two of the larger part I countries, 
the United Kingdom and Japan, have already commenced the legislative proc- 
esses necessary for their acceptance of the articles of agreement. These coun- 
tries together have initial subscriptions totalling $164.7 million, which com- 
bined with the U.S. subscription would represent 48.5 percent of the total. 

Senator Wixtu1aMs. But in that instance they were all hard curren- 
cies that did join, and you would have had this difference. Had you 
started the World Bank with only 65 percent, those that had the voting 
power would have retained their voting power in proportion to the 
amount of hard currency or gold that they put up. In this instance 
you can get a complete twist as a result of the part II countries having 
to put up only 10 percent of the gold. 

Mr. Unrox. o, sir; I cannot agree with you on that. Because 
in the International Bank they did not all put up hard currencies. 
They only put up 2 percent in gold or in dollars and the other 18 per- 
cent was put up in the countries’ own currencies, but with restrictions 
on it, and in theory, this same thing could have happened in the In- 
ternational Bank and we would have been putting up an even greater 
percentage in gold and dollars than we put up here. 

Senator Wiit1aMs. But those restrictions, as I understand it, had 
the effect of keeping their currency on a par with its valuation— 
they are different restrictions from what you have in here; there are 
no such restrictions here, is that true? 

Mr. Urron. Well, I think the chief difference was this: that in 
the International Bank the 18 percent applied to all members of the 
International Bank, and the restrictions had to be lifted by each 
one of them separately. We lifted ours right away. 

Now, in this institution, the part I countries have automatically, 
you might say, not imposed any restrictions on their total 100 percent 
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contribution, and the restriction on the 90 percent only applies to the 
underdeveloped countries. So this is a rather significant difference. 


OTHER INDUSTRIALIZED COUNTRIES IN A POSITION TO MAKE 
THEIR CONTRIBUTIONS CONVERTIBLE 


In other words, at the time the International Bank was formed, 
there were Penns no other countries that were in a position to 
make all of their contributions convertible. Now the other indus- 
trialized countries of the world are in a position to make their con- 
tributions convertible and are doing so immediately by so stating 
that not only their 10 percent but their 90 percent will be usable im- 
mediately, and the restrictions will only apply to the 90 percent sub- 
scription of the underdeveloped countries. 

Senator Witui1ams. But you will admit that we are putting up a 
larger percentage of hard currency or gold under this agency propor- 
tionate to the total amount than we did in the International Bank and 
we would have less voting power ? 

Mr. Urron. No, sir; 1 do not admit that. I say I could only reach 
a conclusion on this after a detailed arithmetical calculation. 

Senator Wiiu1ams. Maybe it would be better to defer question- 
ing 

Mr. Upron. Shall I make that research and present you with it? 

Senator Wiiu1aMs. I wish you would, because you were agreeing 
with the mathematics earlier. 

Mr. Urron. I believe I am correct in saying that I have reserved 
my observation with respect to the International Bank because of this 
complexity of the 18 percent. 

In other words, we have never made an effort in any of these in- 
stitutions to divide the voting power of gold or dollars from the voting 
power of any other currency. 

You have brought this up for the first time, and in order to, you 
might say, confirm the mathematical validity of your conclusions, I 
would wish to go back and actually measure this against what has 
taken place in the International Bank based on what has actually hap- 
pened in the 18 percent. 

Senator Witu1aMs. Well, I wish you would. 

Mr. Upton. I will be very happy to do that. , 

(The information referred to was subsequently furnished by Mr. 
Upton :) 

The voting power of original members of the IDA, as set forth in article IV, 
section 3, of the articles of agreement, is generally based on the pattern of voting 
power in the International Bank. A small adjustment was made, however, 
to restore the voting power of the smaller countries which was somewhat diluted 
as the result of the recent capital increases in the International Bank. This 
largely accounts for the slightly higher proportion of votes held by the United 
States in the International Bank than in the IDA, as shown in table 1 (p. 81). 
On the assumption that all countries listed in schedule A of the articles become 
members of the IDA, the United States would hold 27.6 percent of the total 
votes. As of December 31, 1959, the United States held 31.4 percent of the total 
votes in the International Bank. 

In the IDA the voting rights are not related to the degree of convertibility of 
the subscriptions ; that is, no account is taken in the determination of votes of the 
degree to which the 90-percent portion of the subscriptions of the 51 part II 
members may come to be used in connection with IDA projects outside the re- 
spective member territories. This is the same principle as in the International 
Bank, in which the voting rights are not related to the convertibility of the sub- 
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scriptions of any member and, in addition, not affected even if one portion of 
the subscriptions has not been released to the Bank for its operations. 

In the IDA, all of every member’s currency must be paid in, according to a 
fixed schedule or as required for use; 90 percent of the subscriptions of part II 
members is, however, restricted to use in connection with projects within the 
subscriber’s territory unless otherwise agreed by the member. In the IBRD, 
the articles of agreement require only 2 percent to be paid by each member in 
gold or dollars, and 18 percent to be paid in the member’s own currency. Be- 
yond the 2 percent of the original subscriptions, however, the 18-percent portion 
may be released as agreed upon between the member and the Bank—and it may 
be restricted, tied, or Jimited in any way. The remaining 80-percent portion of 
each member’s subscription may be called by the Bank, pro rata among all mem- 
bers, in dollars or any other currency needed, only when required by the Bank 
to prevent default on its own obligations. No country has been called upon to 
pay in any currency under the 80 percent, nor do we believe any such call will 
be necessary. We therefore believe that the 80-percent portion should be elimi- 
nated in comparing the relative hard-currency contributions to the Bank by the 
member countries with their respective voting power. 

Any comparison of the U.S. voting power in the two institutions as related to 
its portion of the hard-currency resources of the institutions must take into ac- 
count the foregoing factors, and therefore no completely satisfactory comparison 
is possible. Some observations might be made, however, relating the U.S. voting 
power to (a) the gold and hard-currency resources IDA would have at the out- 
set of its operations, i.e., ignoring the usability to IDA of its soft-currency re- 
sources; and to (b) that amount of the subscriptions of the International Bank 
which has been used in its loans or considered “usable’’ by the Bank at various 
times in its operations. 

Under the articles of agreement of the IDA, the United States would provide 
41 percent of the gold and freely convertible currencies payable by the countries 
listed in schedule A, and the United States would hold 28 percent of the voting 
power. The future relationship will, of course, depend upon total membership 
in the IDA and upon the use made and degree of usability of the national cur- 
rency subscriptions of the part II members. 

The data in table 2 (p. 81) show as of three dates the proportion of the used 
and usable resources of the International Bank provided by the United States. 
As of June 30, 1947, at the end of the first full fiscal year of the Bank’s opera- 
tions, the Bank’s resources available from subscriptions for lending totaled 
$729 million, 87 percent of which had been paid by the United States, which held 
35 percent of total votes. At that time almost the only usable resources pro- 
vided by all the other members were accounted for by the 2-percent portion of 
their subscriptions. By December 31, 1957, the U.S. proportion declined to 48 
percent, mainly as the result of whole or partial “releases” by some of the other 
members of their 18-percent portions; the United States at that time held 29 per- 
cent of the votes. As of December 31, 1959, the United States accounted for 39 
percent of these resources and held 31 percent of total votes. 

Over the period of its operations, therefore, the U.S. Government payments 
have accounted for a progressively smaller proportion of the used and usable 
subscriptions in the International Bank available for lending, declining from 87 
percent at the end of 1947 to 39 percent at the end of 1959. The membership 
has grown, and many members have come to permit the Bank to make greater 
and greater use of their (18 percent) subscribed capital. 

The principle of weighted voting, based upon the total contributions of mem- 
ber governments, has good precedent in the International Monetary Fund as well 
as in the International Bank. We consider this to be an important principle 
in international institutions of this kind, and at the same time this provides 
the basis for a reasonable voice in management by the governments of less-de- 
veloped countries. 
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TABLE 1.—IJDA and IBRD—Comparative subscriptions and voting power 





| 
United States} Other pt. I Pt. Total 





IDA:! 
Initial subseriptions- .___.- million dollars. _ $320. 3 $442.8 $236.9 $1, 000. 0 
NE OF GR én ntl d cesidbcce Jddees 32.0 44.3 23.7 100.0 
Pein thsanniusvengssésccesacents 64, 558 96, 556 72, 886 234, 000 
Percent Of total. ....<.. dnc cc anewtacabt 27.6 41.3 31.1 100.0 
IBRD: ? 
Subscribed capital $6, 350. 0 $8, 488. 6 $3, 775. 8 $18, 614. 4 
Percent of total 34.1 45.6 20.3 100.0 
88, 886 50, 508 203, 144 
43.7 24.9 100.0 





1 Assumes membership of all countries listed in schedule A. 
2 As of Dec. 31, 1959; the division into pt. I and pt. II countries is that provided by the IDA articles of 
agreement and has no significance within the IBRD. 


TABLE 2.—International Bank—2 percent and 18 percent portions of subscribed 
capital* 


[Data in millions of dollars unless otherwise specified] 





June 30, h Dec. 31, 
1947 1959 
(44 mem- (68 mem- 
bers) bers) 


Total 2 percent portion: 
United States 53. 2 63.5 
Others ; . 132.0 

18 percent portion on loan or ‘‘usable’’; 2 
United States : 5 571.5 
Others j ki 849.7 

18 percent portion, neither on loan nor “‘usable’’: 
United States 


0 
870.9 361.2 

2 percent portion +18 percent portion on loan or ‘‘usable’’: 
United States 635.0 635.0 635.0 
Others 94.1 687.2 981.7 


729.1 1, 322.2 1,616.7 


United States as percent of total percent 87.1 48.0 39.3 
U.S. vote as percent of total percent 35.1 29.3 31.4 

















' Under the terms of the articles of agreement of the International Bank, 2 percent of each member’s 
original subscription is payable in gold or dollars; 18 percent is payable in the member’s own currency, 
subject to specified calls by the Bank for its operations, and released for loans only with the approval of the 
member. In connection with the doubling of the capital as of Sept. 15, 1959, the Board of Governors decided 
that the 2 percent and 18 percent portions of the increased subscriptions would not be called except when 
required to meet the obligations of the Bank. 


2 Defined as including all releases of the 18-percent portion on a convertible basis to be available to the 


Bank during the following 5 years and all releases on a tied basis for which the Bank has a specific use in 
sight under existing loans. 


EXAMPLE OF LIBYA 


Senator Witu1ams. Mr. McCloy, in referring earlier to some of the 
countries that have changed their position where they would now be 
able to be eligible for hard loans rather than soft loans, I think you 
cited Libya; is that not true ? 

Mr. McCuoy. Yes. 

Senator Witu1aMs. I noticed Libya is still counted here, though, as 
a member of the soft currency group. 

Mr. Upton. That is correct. 

Senator Witu1aMs. Libya, in addition, I have noticed, has two loans 
and is in default on one of them now. 


we Upton. I think that perhaps I could clarify this question of 
ibya. 
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Senator WitriaMms. One of them was June 28, 1957, $1,223,752.17, 
on which she has paid no interest, a 3-percent loan. She paid no inter- 
est or anything on the principal. 

ponnioe AIKEN. Will the Senator yield? Whom are they in default 
to? 

Senator Witu1ams. U.S. Government, mutual security program, 
and the loan was made by ICA loan No. X-70-1. 

Mr. Upton. What Mr. McCloy referred to was the very recent dis- 
covery of oil in Libya which is so recent that the country has not yet 
had any benefit or very little opportunity to benefit from the discovery 
economically. ' : 

Now, to continue with your question about Libya, the fact that Libya 
may now come into a position to service dollar loans does not mean 
that Libya will not need capital for development. 

IT also point out that it may not be paid in soft currency. It is con- 
ceivable that a country like Libya needing capital but receiving dollars 
each year from its natural resources could be made a loan repayable 
in dollars, but over a period of time. It is not contemplated by any 
means that all of the loans of this institution will be repayable in soft, 
that is, local, currencies. 

Senator Witu1aMs. I understand that. I just was interested in the 
statement about Libya because Mr. McCloy brought it up. And I no- 
ticed that in 1957 we did make this $3.5 million loan, or we authorized 
a $3.5 million loan, of which we disbursed $1,225,000 at 314 percent 
and that was a dollar loan repayable in dollars. 

Last year we approved another $5 million loan on the basis of 314 
percent, and it was dollars loaned repayable in local currencies; so 
Iam pointing out we are doing these things now under existing author- 
ity. We do have existing authority. That loan was made under 
Public Law 85-477. We have the authority, as I understand it, under 
13 different sections of the law, to do that which you could do under 
this IDA if it was passed. Is that not true? 


13 SECTIONS OF LAW AUTHORIZING LENDING 


Mr. Urron. I cannot confirm the number of sections of the law, but 
there are certainly certain ones, particularly 104(g) of Public Law 
480, under which development loans for balanced economic purposes 
can be made. 

Senator Witu1aMs. I was interested and I asked the Department of 
State for the list of various lending authorities. I have it here under 
the date of February 24. There are 13 different authorities that you 
have now under various sections of the law where we can make direct 
loans to individuals, many of them direct loans to countries on these 
soft currencies. 

Mr. Upron. This refers specifically to soft-currency loans? 

Senator WiiutaMs. They are dollar loans under this, this was dol- 
lars under national 

Mr. McCoy. All national; are they not? They are not inter- 
national ? 

Senator Witu1aMs. All international. 

Mr. Upron. All made by us bilaterally. 

Mr. McCuoy. That is what I meant by “international.” 
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Senator WitttaMs. I do not think so. To be honest about it, I am 
not sure because I have only been working on this for about 3 months 
and I have not been able to find all of them yet. 

Mr. Urton. I think these refer to American laws which would pre- 
sumably—— 

Senator Wi1iams. What I am referring to are American laws, 
various laws—Public Laws 329, 759, 48, 165—I will not go into all of 
them, but they are all listed here, 13 different ones. In this report 
they sent down, they list various loans made to countries under these 
laws. This is what I am interested in and I thought maybe Mr. 
McCloy had this in mind when he suggested we eliminate some of 
these and consolidate some of them so we know what we are doing. 

Mr. McCuoy. When you asked me whether or not we did not al- 
ready have this authority, I said, no, we did not, because my impres- 
sion is that all those 13, if there are 13, are national rather than inter- 
national, in the sense that it is American money and American au- 
thority that is involved. 

Senator WixuiaMs. It is American authority that I am speaking of. 
I am not speaking of the World Bank. 

Mr. McCuoy. This is the only time we put money or propose to put 
money into a strictly international organization for this purpose. 

Senator Wiiu1aMs. I understand that. 

Mr. Uprron. I might add one other thing, Senator, that may help 
clarify this. There is a great value, I think, in effective development 
use of this currency and having it available to a lending institution 
which is also in a position to make loans repayable in hard currency, 
in whole or in part, and thus tie into the same project the hard-cur- 
rency end for importing goods and the soft-currency end perhaps for 
local expenditures. 

So although this authority may exist in a number of other places, 
I do not think it follows that it is being used in the same way, in the 
same effective way that it might be used if it were tied in with an in- 
ternational lending body. 

Senator Wiiuiams. I can see some advantages to it from an inter- 
national basis, providing it has the proper safeguards. That is the 
reason I raise these points as to whether or not we will retain our 
proper voting power and control over an agency in which we may 
very well end up as the largest contributor. I think if you will check 
the mathematics of it, while I will agree they are purely hypothetical 
cases, you will agree they can happen. 

Mr. Upton. Except that I think my tentative conclusion is, when 
I check the mathematics of it, we will find that the situation existed 
even more in the World Bank than it does in this institution. 

Senator WiiutaMs. All I can say, I was not here at the time of 
the-World Bank, or I would have asked you the same questions. The 
fact that we did something once does not mean we should take the 
chance again. The question I want answered is whether either of 
us as businessmen would not safeguard against that before we take 
chances that it may happen? 

Now, the reason that I have asked these questions—and I am some- 
what concerned—- 
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Mr. Upton. If I might interrupt, Senator, the same situation might 
arise with a number of other countries since we have 27 percent of the 


vote and since IDA can come into existence with 65 percent. In 
theory, these other countries might come in without the United States 
coming in. Obviously, it would take a large number of them to do it, 
but it might have the same effect. 


SPECIFIC LOANS DISCUSSED 


Senator Witu1aMs. I respect that. The reason I am asking is that 
I notice we do have this authority. I will not mention the country— 
I do not think we ought to single out countries—but I have before me 
here one country which has had five loans at the rate of 214 percent 
from the U.S. Government. One of them was made in 1949. It was 
due in 1956. It was a $67 million loan, from which we have only 
collected $4.2 million principal. 

And they have another one here dated September 13, 1950, which 
was due June 30, 1956, a $6 million loan, upon which we have col- 
lected $375,000 on principal. 

And we have another loan which was dated June 27, 1952, due June 
30, 1960, 214 percent dollar loan, $22.6 million, upon which we col- 
lected $1.7 million interest and nothing on principal. 

And two other loans, one in 1957 and one in 1958, for $30 million 
and $51 million. On those we have had no interest and no principal. 

This is a total of $159 million that has been disbursed to this coun- 
try on loans at an average interest rate of 3 percent. Those two 
loans which are payable in local currency are 4 percent dollar loans 
payable in local currency. It is a total of $159 million in loans; we 
have collected $14,296,000 in interest and $4,575,000 on the principal. 

But an interesting part of it is that this country holds $1,218 million 
of U.S. Government bonds, drawing an average of 414 percent, which 
are giving us concern. 

If this country can hold $1,250 million of U.S. Government bonds, 
can they not pay some of their debts? And why should we keep car- 
rying countries like that? That is the question that is in my mind. 

Mr. Upron. Well, Senator, I do not think I can answer that ques- 
tion unless I had the opportunity to study the specific case and learn 
more about it and just what the background of the country was and 
what arose that caused a situation like this, because I am not familiar 
at least from your description of it, with the country of which you 
are speaking. And even if I did know, I still would like to consider 
all of the factors before I gave an answer to that question. 

Senator Wiiuiams. There are several countries involved there. I 
will not name them, but I wish you would check this and I would like 
to have a report, because I know the Secretary of the Treasury is 
expressing concern over the fact we have about $9 billion of our short- 
term loans outstanding which can be called immediately, and can 
demand gold. Yet many of the countries which are holding these are 
in default with loans through the various programs we have. What 
I do not understand is why we just cannot pay them off in some of 
their own paper. 

Senator Arken. Will the Senator yield? Are these countries you 
refer to in part I or part II? I notice the countries are parted in 
two parts instead of being classified. 
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LOANS TO COUNTRIES HOLDING U.S. BONDS QUESTIONED 


Senator Witu1AMs. The country to which I referred is one in part 
I. I might say that there are several of them in there that are in 
similar positions, and I just wondered if there was any consideration 
given to that. We have another country in part I that has $1,221 
million in U.S. Government bonds with an average maturity of less 
than 6 months, and they are listed as drawing an average rate of in- 
terest at a little better than 4 percent, which can be called. It is a 
part I country. I wonder if it is not about time that some of them 
began helping us a little bit ? 

Mr. Urron. If you will submit a list of those countries, we will 
be 

Senator Wiurams. I will call them to your attention. 

Mr. Upron. Well, the fact that you mentioned it is about time that 
the countries are making a greater contribution, I think comes back 
to the basic reason for setting up IDA. With this institution, for 
the first time they are making a contribution toward the financing 
of economic development in a way which, up to this time, was done 
only by the United States. 

Sesabiie Wiutams. This second country to which I have referred 
is listed as having received in 1952, a $16.9 million loan upon which 
it paid us $1,266,000 in interest, and nothing on principal. The loan 
is marked becoming due January 30, 1960. It is a 214-percent loan. 
It has nothing at all paid on the principal, and yet we are paying 
41/ percent to this same country which has in its investment in U.S. 
Government bonds. 

How long can we keep loaning 214-percent money to these countries 
for reinvestment in our 4- or 5-percent Government bonds? 

Do you think that is a matter that should be examined? 

Mr. Upton. Yes, sir; I think that we will look into it and see exactly 
what are the circumstances under which these countries have been 
in arrears on this and what steps have been taken to bring this to 
attention and bring it up to date. 

Senator WixuraMs. Will you furnish a report on these? 

Mr. Upton. Yes. 

(The information referred to is as follows :) 

The loans to which attention was directed have been reviewed. The first 
point I would like to make with respect to them is to clear up any misconception 
which may exist as to whether these loans are in default. They are not. All 
interest and principal which has so far become due to the United States under 
these loans has been paid. The reason that repayments made to date are com- 
paratively small is that the loan agreements contained deferment periods for 
payment of both interest and principal. The deferment period before any prin- 
cipal repayments fell due ranged, in the dollar repayable loans, between 6 and 
8 years. 

Of the two countries involved, one received a dollar loan in 1952 and the other 
dollar loans in 1949, 1950, and 1952. It is these loans which bear 2% percent 
interest. The subsequent loans made to one of the countries were ones made 
in the currency of the country itself out of a portion of the proceeds from Public 
Law 480 sales. In the case of these later Public Law 480 loans made in 1957 
and 1958, the interest rate called for is 3 percent if repayment is made in dollars 
and 4 percent if repaid in foreign currency. No payments have yet fallen due 
on these loans in view of the deferment periods provided for in the agreements. 

At the time the dollar loans referred to were made, the U.S. assistance pro- 
gram was primarily on a grant basis. Thus, even though a generous deferment 
period was allowed before repayments began to fall due, these loans nevertheless 
represented relatively hard terms in comparison to most U.S. aid of that period. 
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It might also be noted that at the time these loans were made and the dollars 
disbursed by the United States, the rate of interest at which the United States 
could borrow was much lower than at present. 

We, of course, fully recognize the greatly improved financial position of the 
countries referred to and the fact that they have accumulated substantial dollar 
reserves. It is in recognition of this fact and our belief that they should now 
do more to assist the less-developed nations that IDA is proposed. We believe 
the hard-currency subscriptions to IDA of these and other countries which are 
in similar financial condition are an important step in this direction. 


Senator Wiu1aMs. I have no further questions at this time, Mr. 
Chairman. 

Senator Arken. May I ask just one more question, Mr. President? 

The Cuamman. Yes. 


PART II COUNTRY AUTHORIZED TO BORROW FROM IDA 


Senator Arken. That is: Would a borrower in a part IT country 
ee pow is in debt to the World Bank be eligible to borrow from 

Mr. Upton. Oh, yes; because, in fact, most of the part II countries 
have received hard loans from the World Bank, and therefore are in 
debt to the World Bank, and it is these countries who are expected to 
borrow also from IDA. 

Senator Arxen. And they can borrow? 

Mr. Urron. None of them are in default to the World Bank. 

Senator Arken. But if they were on the verge of being in default, 
not quite in default, could they borrow from IDA ? 

Mr. Upron. Well, I think that would be a decision to be taken by 
the Board of IDA as to whether or not the circumstances were such 


that they should receive a loan. 

The Cuatrman. Senator Carlson. 

Senator Cartson. Just one question. Mr. Upton, I heard your tes- 
timony last Friday and I heard most of Mr. McCloy’s this morning. 
I have one question. As I see it, there will be a possibility of using 
these local currencies for the IDA. 


LOCAL CURRENCY USE BY ICA 


Now, as I gathered from your testimony, we have about $2 billion 
of local currency. What will happen to the work that is being done 
by the ICA through the use of these funds for very worthy projects 
in these countries if we give them to the IDA? 

Mr. Urron. Well, I think the answer to that is that since the giv- 
ing of them to IDA requires a three-part agreement, of which the 
United States is a part, if we felt that our currency in that specific 
country was sufficiently limited and that ICA was making good use 
of it and continued to make good use of it, why, we would not turn 
that currency over to IDA. 

In a number of countries we will have amounts of local currency 
which appear to be considerably in excess of what we can foresee any 
use for by ICA or by any other Government agency. But this would 
come into consideration in the decision of the United States as to 
whether making an agreement with IDA and the country whose cur- 
rency was concerned should be done at that time. 
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Senator Cartson. It was not your thought, then, that funds taken 
or local currency taken over by IDA would be replaced in the future 
by additional grants from this country ? 

Mr. Urron. No, sir. It is our thought that any decision to turn 
funds over to IDA would be discussed thoroughly with these agencies 
with respect to their present use for them. 

Senator Cartson. Thank you very much. 

The Cuatrman. Any other questions of either of these witnesses? 


COUNTRIES MUST JOIN IDA TO BE ELIGIBLE FOR LOANS 


Senator Witu1aMs. Mr. Chairman, one question just to clear this up. 

Would these countries, either in part I or part II, be eligible for a 
loan under the International Development Association should they 
not join; by virtue of the fact they are members of the International 
Bank, would they be eligible for a loan ? 

Mr. Urrton. No, sir; they would not. 

Senator Wittt1ams. They must join to get loans. 

The Cuatrman. Any further questions? 

Thank you very much; thank you, Mr. McCloy. You have been 
very helpful indeed and, Mr. Upton, thank you for coming back. 

Mr. Hardwick, from the U.S. Chamber of Commerce, do you have 
a statement you wish to read ? 

Mr. Harvwick. We have submitted a statement, and I would like 
to read it. 

The CuarrMan. You may proceed. 


STATEMENT OF C. CHEEVER HARDWICK, IN BEHALF OF THE 
CHAMBER OF COMMERCE OF THE UNITED STATES 


Mr. Harpwick. I am Cheever Hardwick, a partner in the invest- 
ment banking firm of Smith, Barney & Co. I am also a member of 
the finance committee of the national chamber and appear today to 
present the views of the Chamber of Commerce of the United States 
on the proposed International Development Association. 

I have with me Mr. Don Lester Waage, assistant manager for 
finance, and secretary of the finance committee, of the Chamber of 
Commerce of the United States. 

The Chamber of Commerce of the United States recommends that 
the Committee on Foreign Relations approve S. 3074, which provides 
for the participation of the United States in its proposed association. 


TWO FUNDAMENTAL PROVISIONS 


There are two fundamental provisions contained in this bill that 
we consider to be of vital importance, namely : 

1. That the International Development Association be established 
as an affiliate of the International Bank for Reconstruction and 
Development (World Bank) ; and 

2. That its membership be the same as that of the World Bank. 

Within the framework of these provisions, the national chamber 
believes that the IDA will provide a means by which the United 
States and other nations of economic and financial strength can 
effectively cooperate in meeting some of the more pressing and de- 
serving capital requirements of underdeveloped nations. 
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FLEXIBLE BASIS NEEDED FOR FINANCIAL ASSISTANCE 


It has become increasingly apparent in recent years that the needs 
for development financing in many underdeveloped countries far 
exceed the moneys that can be provided for such purposes by existing 
national or international institutions upon so-called hard-loan terms— 
and that failure to make available some additional financial assist- 
ance on a more flexible basis may well result in serious economic and 
political consequences unfavorable to the free world. 


MULTILATERAL APPROACH URGED 


We believe that recognition must be given to the fact that the bur- 
den of international economic development that has been placed upon 
the United States has become unduly great and that other industria- 
lized nations of sound economy—such as Belgium, Germany, Great 
Britain, the Netherlands and Japan, to name a few—must also ad- 

vance their resources on a multilateral basis under conditions which 
will minimize the impact upon the balance of payments of the bor- 
rowers. 

This multilateral approach through the IDA will stimulate a more 
active role on the part of other industrialized nations and will also 
utilize the experience and existing facilities of the World Bank, with 
its highly favorable record of competence in international finance. 

The achievement of greater economic progress in the less-developed 
areas of the world is vital to the United States, and the national 
chamber has long favored a program of economic and technical as- 
sistance to friendly countries of the free world. U.S. capital, private 
and public, has played a significant role in improving the utilization 
of resources in these areas, thereby promoting economic conditions 
of mutual benefit. 

However, the capital requirements in some of those less-developed 
areas substantially exceed the lendable funds that are available upon 
conventional terms. Many of the economically stronger countries 
have attained positions which enable them to supply a more impor- 
tant portion of those requirements. 

The establishment of the IDA would constitute a concrete ac- 
ceptance of the principle that a new means must be found to further 
justifiable development financing of an international and multilateral 
nature; that such additional financing will not exceed the capacity of 
debtor countries to repay; and that other ec onomically strong coun- 
tries stand ready to share with the United States the burden that will 
be involved. 


SUPPORT FOR INCREASING THE RESOURCES OF THE IMF 


On March 5, 1959, the national chamber filed a statement with 
subcommittee No. 1 of the House Committee on Banking and Cur- 
rency in support of legislation involving increases in the resources 
of the International Monetary Fund and ‘the World Bank. With re- 
spect to the Bank, the national chamber stated : 

This institution has made a major contribution to the growth of free world 
economies by encouraging and financing of sound investment projects. It has 
helped many countries in the free world to achieve a foundation for continued 
and balanced growth. 
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The Chamber also pointed out at that time the important advan- 
tages of an international approach in assisting economic development 
in the less-developed areas. 

In making its resources available on flexible terms, adapted to the 
circumstances surrounding individual projects in particular countries, 
IDA financing of necessity would depart from strictly conventional 
lending principles. 


INCREASED OPPORTUNITIES FOR PRIVATE INVESTMENT EXPECTED 


Such financing might be expected to reult in increased opportunities 
for private commerce and investment in the areas involved. Safe- 
guards are therefore necessary to assure that the IDA will not com- 
pete with private capital which might be available for such purposes 
or otherwise infringe upon presently existing avenues to such financ- 


ing. 


AFFILIATION WITH WORLD BANK 


We believe that those safeguards are provided by specific language 
contained in the IDA articles of agreement and also through the na- 
ture of the organizational framework of the proposed association as 
an affiliate of the World Bank. This affiliation would assure that 
the administration of IDA would be governed by the sound banking 
judgment that has characterized the World Bank’s operations in the 
past and also that IDA will benefit from the experience and highly 
trained staff of the World Bank in the furtherance of its objectives. 

In substance, it would appear that the IDA will result in a broaden- 
ing of the scope of the World Bank and an important increase in its 
effectiveness. 

The need for a new multilateral medium to undertake the func- 
tions contemplated by creation of the IDA is not an entirely new 
concept in the United States. The Senate, by means of Resolution 
264 of July 23, 1958, made a notable contribution to the recognition 
and advancement of that concept. The President and various mem- 
bers of his administration contributed to its broad international ac- 
ceptance and initiated the discussions which resulted in the prepara- 
tion of the articles of agreement. 

In the light of present international economic and political condi- 
tions and the widely recognized need for additional assistance to the 
underdeveloped areas of the free world, it is the opinion of the na- 
tional chamber that the IDA affords the most practicable means of 
providing such assistance on a multilateral basis. 

We therefore urge the early enactment of S. 3074. 

The CuHatrman. Thank you very much, Mr. Hardwick. 

Senator Aiken, any questions. 

Senator Arken. No questions. 

The Cuarrman. Senator Williams, any questions? 

Senator Wiiu1aMs. No questions. 

The Cuarrman. Mr. Hardwick, I am very pleased that the chamber 
has taken this view. It is very helpful to have these views from 
the chamber of commerce, which is representative, really, of all of 
our commercial interests. 

Thank you very much for coming here before the committee. 

Mr. Harpwick. Thank you, sir. 
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The Cuarrman. The next witness is Mr. Bert Seidman, of the 
AFL-CIO. 

Mr. Seidman, we have had you before, I believe, on some occa- 
sions, and we are very pleased to have you back again. 


STATEMENT OF BERT SEIDMAN, ECONOMIST, RESEARCH DEPART. 
MENT, AMERICAN FEDERATION OF LABOR & CONGRESS OF 
INDUSTRIAL ORGANIZATIONS 


Mr. Seman. Thank you very much, Mr. Chairman. 

My name is Bert Seidman. I am an economist in the research de- 
partment of the AFL-CIO, and I am appearing before this com- 
mittee this morning on behalf of the American Federation of Labor 
& Congress of Industrial Organizations to support the proposal for 
authorizing United States participation in the International De- 
velopment Association contained in S. 3074 introduced by Senator 
Fulbright, the distinguished chairman of this committee. 

The AFL-CIO particularly welcomes the establishment of the IDA 
because we have long favored efforts to increase economic assistance 
to underdeveloped countries through multilateral agencies. This 
was reaffirmed most recently at our convention which met last Sep- 
tember in our resolution on international policy. 

I have attached to my statement an excerpt from the resolution 
dealing with foreign economic policy, and I respectfully request that 
this attachment be made a part of the record of this hearing. 

The Cuarrman. Yes, it shall be done. 

Mr. Seman. The convention resolution to which I have referred 
pointed out that for some time to come the largest part of economic 
assistance would have to continue to be extended through U.S. agen- 
cies, but urged that this assistance should be channeled increasingly 
through international and regional organizations, and the resolution 
specifically called for effective U.S. financial] support for and par- 
ticipation in the proposed IDA. 

The resolution also urged that the assistance provided by the IDA 
should take the form of low-interest loans, repayable in local cur- 
rencies. 

BIPARTISAN SUPPORT FOR IDA CITED 


Mr. Chairman, the AFL-CIO particularly welcomes the bipar- 
tisan support which thus far has been given to the IDA here in the 
United States. We are particularly gratified by the fact that while 
it was a Democratic Member of the Senate who first put forth the 
idea, it has been promoted vigorously, both here in our own country 
and in international bodies, by the Republican President and mem- 
bers of his Cabinet. 

The AFL-CIO has been glad to be a supporter of this proposal 
from the very beginning. 


LIMITED FUNCTIONS OF PRESENT LENDING INSTITUTIONS 


A year ago I had the parang of appearing before this committee 


in connection with the then proposed authorization for the Interna- 
tional Monetary Fund and the World Bank, and at that time we 
stated that while those agencies have played a very important role 
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in assisting economic development, they have had, nevertheless, rela- 
tively limited functions which ought to be supplemented by other 
rograms. 

At that time we specifically called attention to the fact that the 
World Bank makes only what may be called bankable loans, and 
that the extent to which countries could obtain such loans is deter- 
mined largely a their ability to repay them, and, in turn, particu- 
larly by the ability of the country to earn foreign exchange. 

For this reason, the World Bank has not been able to make loans 
for certain very important types of social capital projects such as 
schools, hospitals, and other types of projects including highways 
where a country did not have the general ability to repay in hard 
currencies. 

We think that the proposed IDA will help to fill that gap because 
it will make loans under less stringent conditions than the World 
Bank for a variety of products in these less developed countries which 
will make an important contribution to the basic economic growth 
of these countries. 

Yet since the IDA will be administered by the World Bank, its 
activities will be closely coordinated with those of the older agency. 


U.S. SHARE OF INITIAL CAPITALIZATION 


Since other witnesses have covered some of the main features of 
the IDA, I will not go into them in detail. The initial capitalization 
proposed is $1 billion for a 5-year period of which the United States’ 
share would be approximately $320 million, and a somewhat larger 


amount to be contributed by other economically stronger nations. 

On this basis the administration has requested only about $73 million 
for fiscal 1961 and about $61 million for each of the subsequent 4 years. 
And as I shall indicate in a moment, we think these amounts are too 
restrictive in view of the job that needs to be done. 

The IDA will make available loans on flexible terms which are espe- 
cially suitable to meet the requirements and capacities of less-developed 
countries. They will be made for any sound purposes which con- 
stitute an integral part of a less-developed country’s overall economic 
development program. 


MAIN FEATURES OF THE IDA 


As we understand it, the IDA will make loans including some com- 
bination of the following features: Low interest rates, long maturity 
periods, grace period before repayment must begin, and repayment 
in local currencies. 

During the discussion on the IDA at the meeting of the Board of 
Governors of the World Bank last October, some fears were expressed 
that the influence of individuals with the traditional bankers’ point of 
view in the World Bank might outweigh in the councils of that organi- 
zation the views of those who recognize the need for flexible nonbank- 
able loans for economic development in the less-developed countries. 
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FLEXIBLE LENDING POLICY SUPPORTED 


We recognize that as of now the organizers of the IDA have fully 
subscribed to the principle of a flexible lending policy, and we sincerely 
hope that they will not deviate from that policy. Because such a 
change, in our opinion, would smash the hopes of those who look to 
IDA for meaningful support for economic advances in the less-devel- 
oped countries. 

I would emphasize at this point, Mr. Chairman, that organized labor 
in the United States will continue to endorse U.S. participation in and 
support for the IDA only as long as the IDA maintains policies fully 
attuned to the needs and capacities of the less-developed countries. 
Indeed, we would urge this committee in its report to the Congress to 
recommend the continued U.S. support for IDA be made conditional 
upon its maintaining a flexible lending policy and that U.S. support 
be withdrawn if the IDA should adopt a hard bankable loan policy. 

As I have already indicated, the articles of agreement of the IDA 
would permit financing for any project which will make an important 
contribution to the development of the area or areas concerned whether 
or not the project is revenue-producing or directly productive. These 
projects may yield no immediate monetary returns, but we think they 
will in time pay for themselves many times over by their invaluable 
contribution to the expansion of the entire economy in these areas. 


ADVANTAGES OF THE MULTILATERAL APPROACH 


Mr. Chairman, the AFL-CIO has long favored the idea of channel- 
ing an increasing proportion of our economic assistance to the less- 
developed lands through multilateral agencies. We believe that for 
some time to come the United States, through the technical coopera- 
tion program and the Development Loan Fund, should considerably 
expand its bilateral economic assistance effort until the IDA and other 
multilateral organizations are prepared to effectively take over the 
major responsibility, but we should work toward the goal of chan- 
neling increasing amounts through the multilateral agencies because 
we think there are some very important benefits to be derived from 
the multilateral approach to economic assistance. 

Perhaps the most important is in the IDA we will have a genuine 
cooperative undertaking of 68 free world nations, both developed and 
less developed, in which they can pool both their financial and tech- 
nical resources. 

From the United States point of view, this is, of course, important. 
As it has been stressed by earlier witnesses this morning, it means 
we alone will not be shouldering the entire financial burden. But 
there are other gains in this approach. One of the most important 
is that the skills and talents of individuals in all member countries 
will be available to advance the program as rapidly as possible. 

It also means that a multilateral agency can state its reeommenda- 
tions for effectively and efficiently carrying out the programs it wants 
to finance in more stronger terms than can a single lending country. 

Still another advantage is that as we know from our own experience, 
even the best of motives of lending countries are sometimes questioned 
by people in borrowing countries. 
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They may suspect that the lending country is motivated principally 
by political considerations or by its own narrow economic interests. 
The Soviet Union and its satellites have not ‘hesitated to heap coals 
on this smouldering fire of possible suspicion, although their own ac- 
tivities in this field, I must hasten to add, are, in the main, directed 
toward their political interests. 

But an international agency such as IDA in which virtually all 
free world nations participate will not be as vulnerable to such attacks. 

There should be acceptance of its good faith and this is likely to 
be a tremendous asset in the cooperative drive to accelerate the pace 
of economic advances. 


PROPOSED SCOPE OF IDA SHOULD BE ENLARGED 


The foregoing comments should certainly make clear our whole- 
hearted support for U.S. participation in the IDA. Our only con- 
cern is that the resources which are to be made available to IDA may 
be entirely too small to accomplish more than a small fraction of the 
job to be done. 

Mr. Chairman, we know that there are grave dangers to world free- 
dom when countries as yet uncommitted accept Soviet assistance, as 
some of them have been doing increasingly during the recent period. 

We know that the Soviet Union wants to make them satellites under 
the Soviet yoke. But the fact remains, since the Soviet Union has 
entered the foreign aid picture in a big way, we can ignore this devel- 
opment only at our own peril. We must recognize that unless the 
more fortunate industrially advanced nations of the free world, 
and especially the United States, which is still by far the richest, are 
prepared to make available to less developed countries economic as- 
sistance on a scale commensurate with their minimum needs, they will 
reluctantly, but inevitably, turn to the Soviet Union. 

In our opinion, this is an important reason for increasing the 
capitalization of the IDA substantially above the presently contem- 
plated level. 

Experts have estimated that if $3 billion a year additional could 
be made available to less developed countries, this would make 
possible a growth rate in the 1960’s in such countries twice that of 
the 1950s. 

Actually, in 100 countries of the non-Communist world where the 
average income is $100, this would mean only that we would have 
an average annual increase of $2 a year in the 1960’s, instead of $1 
a year in the 1950’s. 

Obviously, this would by no means bring on the millennium, but 
it might, in some of these countries, permit breakthroughs toward 
the ultimate goal of putting their economies on a self-sustaining 
basis. 

It would also improve the prospects for raising now intolerably in- 
adequate living standards. 

In order to accomplish this objective, we feel that the $70 million 
or so a year that the administration is prepared to allocate to the 
IDA during the next 5 years is not adequate. It amounts to only 
about one one-hundredth of 1 percent of our gross national product, 
and only one-fourth of 1 percent of the annual increase of gross na- 
tional product we should easily attain. 
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And roughly the same proportions hold true for the other countries 
expected to provide the bulk of the funds for the IDA. 

Surely the industrial nations of the free world, and especially the 
United States, can afford to devote more than the puny resources 
thus far allocated to assure real progress in the drive to eliminate 
hunger, want, illiteracy, and sickness in the uncommitted less de- 
veloped countries. 

We therefore strongly urge that this committee by all means 
recommend authorization for U.S. participation in IDA in accord- 
ance with the present proposal. But we also express the hope that 
you will recommend that at the earliest opportunity the United States 
take the lead in expanding the resources of the IDA so that it will be 
assured of at least $1 billion a year. 

Thank you, Mr. Chairman. 

The Cuarrman. Well, thank you very much, Mr. Seidman. That 
is a very strong statement, and we are very pleased to have the views 
of the AFL-CLO on this legislation. 

(The prepared statement submitted by Mr. Seidman is as follows :) 


PREPARED STATEMENT BY BeRT SEIDMAN, ECONOMIST, RESEARCH DEPARTMENT, 
AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS 


I appreciate the opportunity to appear before this committee on behalf of the 
American Federation of Labor and Congress of Industrial Organizations to 
support the proposal for authorizing U.S. participation in the International 
Development Association contained in S. 3074, introduced by Senator Fulbright, 
the distinguished chairman of this committee. 

Let me state at the outset, Mr. Chairman, that the AFL-CIO particularly 
welcomes the establishment of the International Development Association be- 
cause we have long favored efforts to increase economic assistance to the less 
developed countries through multilateral agencies. This position was reaffirmed 
at the most recent AFL-CIO Convention which met last September. I have at- 
tached to my testimony that part of the convention resolution on international 
policy which relates to foreign economic policy. I respectfully request that this 
attachment be made a part of the record of this hearing. 

In the convention resolution to which I have referred, the AFL-CIO frankly 
stated that for some time to come, the largest part of economic assistance would 
have to continue to be extended through U.S. agencies. But the resolution urged 
that our foreign economic efforts should increasingly be channeled through in- 
ternational and regional organizations. Such assistance should be on a sufficient 
seale and on a long-term basis. The convention resolution specifically called for 
effective U.S. financial support for and participation in the proposed Interna- 
tional Development Association as an essential part of an expanded, long-term 
and fully effective program of economic and technical assistance to the in- 
dustrially less developed nations. Moreover, the resolution urged that the as- 
sistance provided by the IDA should take the form of low-interest loans repay- 
able in local currencies. 

Before discussing some of the specific aspects of the IDA proposal, I should 
like to mention one general consideration which we find most encouraging. I 
refer to the bipartisan support which has been given to the IDA here in the 
United States. We in the labor movement are proud of the leadership role the 
United States has had in the development of this challenging new concept for 
aiding worldwide economic progress. We are particularly gratified by the fact 
that leading spokesmen of both our political parties have been in the forefront 
of this effort. It was a Democratic member of the Senate who first put forth 
the idea. It has been promoted vigorously both in our own country and in the 
appropriate international bodies by a Republican President and the members of 
his Cabinet. The AFL-CIO is glad to have been a supporter of this proposal 
from the very beginning. 
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NEED FOR THE INTERNATIONAL DEVELOPMENT ASSOCIATION 


I had the privilege of appearing before this committee just 1 year ago to sup- 
port the authorization you were then considering for necessary funds for the 
International Monetary Fund and the International Bank for Reconstruction 
and Development (World Bank). At that time I stated that while these two 
agencies have undoubtedly played a very important role in assisting economic 
development, they nevertheless have relatively limited functions which must 
be supplemented by other programs to aid economic growth in the less developed 
countries. If I may, I should like to restate a brief portion of what I then said: 

“The IBRD plays a direct role in economic development but only in a rela- 
tively restricted area. The IBRD makes only what may be called bankable 
loans. These are at the going interest rate for customary repayment periods 
and repayable in hard currencies. 

“The extent to which countries may obtain IBRD loans is determined by their 
ability to repay such loans and this, in turn, is determined by the type of proj- 
ects for which the loan is sought—particularly the amount of revenue they are 
likely to produce—and the overall ability of the country to earn foreign ex- 
change. As already indicated, the projects financed by IBRD loans do not 
include ‘social capital’ projects such as schools and hospitals, nor do they ordi- 
narily include technical assistance, except incidentally. They do not even ordi- 
narily include such projects as highways which do not immediately produce 
revenue, particularly where a country does not have general ability to repay in 
hard currencies. Yet, projects of the types that are not covered by IBRD loans 
are vital not only to improve the living conditions of the people of the under- 
developed countries but also for economic growth itself.” 

The proposed IDA will help to fill that gap. It will make loans under less 
stringent conditions than the IBRD for a variety of projects in less developed 
countries. These projects will make an important contribution to basic eco- 
nomie growth in the less developed countries, but they are projects which are 
not and, for the most part, cannot be assisted by the IBRD. Yet, since the IDA 
will be administered by the IBRD, its activities will be very closely coordinated 
with those of the older agency. 


MAIN FEATURES OF THE IDA 


The initial capitalization proposed for the IDA is $1 billion. The U.S. share 
of this amount would be approximately $320 million, while the contributions of 
the other economically stronger nations would be approximately $443 million. 
All of these funds would be in convertible currencies. The remaining $237 mil- 
lion would be subscribed by the less developed countries themselves and 10 per- 
cent of this amount would be in convertible currencies. 

The proposal in its present form specifies that these amounts are intended for 
a 5-year period. On that basis the administration has requested only $73,666,700 
for fiscal 1961 and $61,655,000 for each of the subsequent 4 years. As I shall 
indicate in a moment, we regard these amounts as being much too restrictive 
in view of the size and scope of the job that urgently needs to be done. 

The IDA will make available loans on flexible terms which are especially 
suitable to meet the requirements and capacities of less developed countries. It 
is true that the IBRD and the Export-Import Bank have assisted industrializa- 
tion in the less developed countries. However, these sources of funds have been 
limited in two important ways in meeting the economic development require- 
ments of these areas. First, their assistance has been limited to what may be 
called “hard” or “bankable” loans. That is, they have made their funds avail- 
able only at going interest rates for customary repayment periods and repayable 
in hard currency. Second, because of the stringent nature of these loans, they 
have been available only for types of projects which are immediately revenue 
producing and largely self-liquidating. 

The IDA, on the other hand, will make loans on flexible terms and for any 
sound purposes which constitute an integral part of a less developed country’s 
overall economic development program. The fact is that most of the less devel- 
oped countries have reached the limit of their economic capacity to assume the 
financial responsibility of additional hard loans. For this reason, the IDA 
will make loans including some combination of the following features: Low 
interest rates, long maturity periods, grace periods before repayment must 
begin and repayment in local currencies. 
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During the discussion on the IDA at the meeting of the Board of Governors 
of the IBRD last October, some fears were expressed that the influences of 
individuals with the traditional bankers’ point of view in the IBRD might 
outweigh in the councils of that organization the views of those who recognize 
the need for flexible nonbankable loans for economic development in the less 
developed countries. We recognize that as of now, the organizers of the IDA 
have fully subscribed to the need for the new organization to have a flexible 
lending policy. We sincerely hope that they will not deviate from that policy 
and veer in the direction of a hard loan policy. Such a change, in our opinion, 
would smash the hopes of those who look to IDA for meaningful support for 
economic advances in the less developed countries. 

I would emphasize at this point, Mr. Chairman, that organized labor in the 
United States will continue to endorse U.S. participation in and support for 
the IDA only as long as the IDA maintains policies fully attuned to the needs 
and capacities of the less developed countries. Indeed, we would urge this 
committee in its report to the Congress to recommend that continued U.S. sup- 
port for the IDA be made conditional upon its maintaining a flexible lending 
policy and that U.S. support be withdrawn if the IDA should adopt a hard, 
bankable loan policy. 

According to the articles of agreement of the IDA, it would be authorized to 
finance, within the limits of available funds, “any project * * * which will 
make an important contribution to the development of the area or areas con- 
cerned, whether or not the project is revenue producing or directly productive.” 
Thus, the funds can be used not just for revenue-yielding projects but for roads, 
communication, housing, sanitation, education, and other projects. These are 
projects which may yield no immediate monetary returns but will in time pay 
for themselves many times over by their invaluable contribution to the expan- 
sion of the entire economy. While they may not be appropriately financed by 
bankable loans, they are tremendously important from the point of view of 
achievement of sound economic progress in the less developed areas. 


ADVANTAGES OF THE MULTILATERAL APPROACH 


I have already stated that the AFL-CIO has long favored the idea of chan- 
neling an increasing proportion of our economic assistance to the less developed 
lands through multilateral agencies. True, it cannot be expected that the IDA 
or other multilateral or regional agencies will establish themselves on a broad 
enough scale so quickly as to make unnecessary further bilateral aid programs. 
On the contrary, we believe that the United States, through the technical 
cooperation program and the Development Loan Fund should considerably 
expand its bilateral economic assistance effort until the IDA and other multi- 
— organizations are prepared to effectively take over the major respon- 
sibility. 

But we should work toward that goal for there are some very important bene- 
fits to be derived from the multilateral approach to economic assistance. Per- 
haps the most important advantage is that the IDA, as a multilateral organi- 
zation, will be a genuinely cooperative undertaking of 68 free world nations, 
both developed and less developed, in which they can pool their financial and 
technical resources. From the U.S. point of view, this is important because it 
means that we alone will not be shouldering the entire financial burden. 

But there are other gains in the mutlilateral approach. The skills and talents 
of individuals in all member countries will be available to advance the program 
as rapidly as possible. Moreover, an international agency is much less likely 
to offend the sensibilities and pride of recipient nations. This means that a 
multilateral agency can state its recommendations for effectively and efficiently 
carrying out the programs it helps to finance in much stronger terms than can 
a single lending country. 

There is still another advantage in the multilateral approach. As we know 
from our own experience, even the best of motives of lending countries are 
sometimes questioned by people in borrowing countries. They may suspect that 
the lending country is motivated principally by political considerations or by its 
own narrow economic interests. The Soviet Union and its satellites have not 
hesitated, of course, to heap coals on this smoldering fire of suspicion although 
their own activities in this field are, in the main, directed toward their political 
interests. But an international agency such as IDA in which virtually all free 
world nations participate will not be as vulnerable to such attacks. Its stated 
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objective of contributing toward the economic advancement of the entire free 
world is much more likely to be accepted at face value, and this acceptance of 
good faith in itself is likely to be a tremendous asset in the cooperative drive 
to accelerate the pace of economic advancemeut. 


PROPOSED SCOPE OF IDA SHOULD BE ENLARGED 


The foregoing comments should certainly make clear our wholehearted sup- 
port for U.S. participation in the IDA. Our only concern is that the resources 
which are to be made available for IDA seem to be entirely too small to accom- 
plish more than a small fraction of the job to be done. 

Just a few days ago, on March 6, the New York Times reported that in the 
first 9 weeks of 1960 the U.S.S.R. had committed itself to credits of almost $700 
million in five countries not in the Soviet bloc in Asia, Africa, and Latin Amer- 
ica: United Arab Republic, Indonesia, Cuba, Guinea, and Afghanistan. In addi- 
tion, during this same short period, the Soviet Government announced addi- 
tional aid will be extended to two underdeveloped Communist countries, Outer 
Mongolia and North Korea. 

We know that there are grave dangers to world freedom when these as yet 
uncommitted countries accept Soviet assistance. We know that the Soviet 
Union wants to make them the same kind of satellites as Outer Mongolia, North 
Korea and other Communist countries now under the Soviet yoke. But the fact 
remains that the Soviet Union has entered the foreign aid picture in a big way 
and this we can ignore only at our own peril. We must recognize that unless 
the more fortunate industrially advanced nations of the free world, and espe- 
cially the United States which is still by far the richest, are prepared to make 
available to less developed countries economic assistance on a scale commen- 
surate with their minimum needs, they will reluctantly, but inevitably turn to 
the Soviet Union. 

This is an important reason for increasing the capitalization of the IDA 
substantially above the presently contemplated level. But it is by no means 
the only one. Mr. Chairman, as Paul Hoffman has recently reminded us, the 
average annual per capita income in 100 countries in the non-Communist world 
is $100. In more than half of these countries the figure is actually below 
$100, including such important countries as India, South Korea, Pakistan, 
Thailand, and Vietnam. During the decade of the 1950's, per capita income 
in these areas grew by only 1 percent or $1 a year. People who are no longer 
willing to submit to the age-old yoke of hunger, disease, and poverty, will not 
long be satisfied with that kind of snail’s pace progress. If we cannot help 
them in their yearing for a better life, they will inevitably look elsewhere for 
assistance. 

Experts have estimated that if $3 billion a year additional could be made 
available to less developed countries, this would make possible a growth rate 
in the 1960’s in such countries twice that of the 1950’s. Let me hasten to say 
that in the 100 countries to which I have previously referred, this would by 
no means bring on the millennium. But it would, at least in some of these 
countries, permit breakthroughs toward the ultimate goal of putting their 
economies on a self-sustaining basis. It would also immeasurably improve pros- 
pects for raising now intolerably inadequate living standards by significant 
amounts. These are goals well worth striving for. 

If this extremely modest objective is to be reached, the IDA must be 
equipped to make a major contribution toward its achievement. Let me point 
out that the $70 million or so a year the administration is prepared to allo- 
‘ate to the IDA during the next 5 years amounts to. only about one one-hun- 
dredth of 1 percent of our gross national product and only about one-fourth 
of 1 percent of the annual increase of gross national product we should easily 
attain. Roughly the same proportions hold true for the other countries 
expected to provide the bulk of the funds. Surely, the industrial nations of 
the free world, and especially the United States, can afford to devote more 
than the puny resources thus far allocated to assure real progress in the drive 
to eliminate hunger, want, illiteracy, and sickness in the uncommitted less 
developed countries. 

We therefore strongly urge this committee by all means to recommend author- 
ization for U.S. participation in IDA in accordance with the present proposal. 
But we also express the hope that you will recommend that at the earliest op- 
portunity the United States take the lead in expanding the resources of the 
IDA so that it will be assured of at least $1 billion a year. 





98 INTERNATIONAL DEVELOPMENT ASSOCIATION 


FOREIGN ECONOMIC POLICY—EXCERPT FROM NO. 1107 


“The possibility of economic development and industrialization has brought 
to hundreds of millions of people in the less developed parts of the world the 
hope that they can emerge from the age-old morass of poverty, disease, and 
hunger. Many millions of these people live in newly independent countries 
where political awakening has been accompanied by a determination to im- 
prove their way of life. 

“Escape from poverty with the assurance of freedom is possible in these lands 
only if economic cooperation is forthcoming from the more industrialized na- 
tions. While we hope that other countries will make whatever contributions 
they can to this effort, the United States, as the wealthiest and most industrial- 
ly advanced country in the world, should continue to make the major contribu- 
tions toward helping economic growth in the less developed countries. 

“Although the largest part of this assistance will for some time continue to 
be extended through U.S. agencies, our foreign economic effort should increasing- 
ly be channeled through international and regional organizations. It should 
be an a sufficient scale and on a long-term basis. 

“Economic progress fostered by our cooperation should assure the maximum 
tangible benefits to the people in the aided areas. The fruits of economic de- 
velopment must be widely shared, and the foundations laid for an economic struc- 
ture in the less developed countries which will strengthen the forces of freedom 
and democracy. An effective and equitable foreign economic program will also 
lessen the growing threat of the Soviet bloc to utilize its own economic assistance 
program to forge political bonds with and subvert the less developed countries. 

“The AFL-CIO calls upon the Congress to authorize an expanded, long-term 
and fully effective program of economic and technical assistance to the in- 
dustrially less developed nations. This program should include: 

‘1. A long-term authorization for 5 years of a minimum of $1.5 billion a year 
for the Development Loan Fund to make loans for economic development. on a 
basis appropriate to the financial capacity of recipient countries. These funds 
should be made available without requirement of year-to-year appropriation. 

“2. Effective U.S. financial support for and participation in the proposed In- 
ternational Development Association, Latin American Development Association 
and other regional development associations that may be organized to provide 
long-term, low-interest loans repayable in local currencies through international 
or regional channels for economic development in less developed areas. 

“3. Expanded support for technical cooperation programs through both United 
States and United Nations agencies. 

“4, Expanded programs to distribute surplus foods and fibers abroad in order 
to help improve living standards and assist economic development in the less 
developed countries.” 


The Cuarrman. Senator Aiken, do you have any questions? 

Senator AIKEN. You would approve, would you not, Mr. Seidman, 
that such safeguards as may be necessary to insure that whatever 
money is provided is actually used for new development purposes 
and not used in such ways that new development would not result 
and increases of living levels would not result ? 

Mr. Seman. Yes, we would certainly favor, by all means, all 
steps necessary to assure that these funds are not dissipated, and that 
the funds are used to the maximum extent to build up the economies 
of these less developed countries. 

Senator Arken. I assure you that is the purpose of some of the 
questioning that has taken place in these hearings. I, for one, am 
concerned that whatever money is provided be actually used for the 
purpose for which we intend it, and not be dissipated so as to get 
only negligible results. 

Mr, SemMan. Well, we would certainly support you in that view, 
Senator. 


1 This resolution was adopted at the third convention of the AFL-CIO, September 1959. 
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Senator AIKEN. That is all. 
The Cuatrman. Senator Williams. 


FUNDS SHOULD BE USED FOR ADDITIONAL DEVELOPMENT PROJECTS 


Senator Wiiu1AMs. One question: In line with what Senator Aiken 
said, as I understand it, you would recommend that we include safe- 
guards to make sure that these funds were not used to bail out exist- 
ing loans of various agencies, international or private? 

Mr. Semman. I would think that these funds should be used for 
additional development projects, rather than to attempt to pay off 
the loans on projects which are already under way. 

Senator WixuiaMs. Well, that was my thought: That they would 
not be used just to bail out someone who may have a weak Joan and 
just use this as another vehicle to bail them out. That it would be 
used for new development. 

Mr. Sempman. Yes, I think it should be used for new development. 
I do think, however, that if some countries have been unable, let’s 
say, to pay back hard loans, this may be even more of an indication 
of why this agency is needed to make these flexible loans. 

Senator Arken. But if they use this to pay back their hard loan, 
and get no development at all, then they miss the point. 

Mr. Serpman. I am not suggesting that they should use this for 
that purpose, but I am saying this may be a clear indication of just 
why it is that this agency is needed. 

Senator Arken. In the course of time, if they can get a loan from 
IDA to start new developments, then they would probably be able 
to pay back their other loan some day. But if they take this money 
and almost immediately use it to pay present indebtedness, that doesn’t 
get them any further along the road to prosperity and better living. 

Mr. Serpman. I agree with you, but I would also hope that coun- 
tries which, because their economies have been functioning at such 
a low level, have been unable to pay back on the loans that they 
have received would not be automatically disqualified from obtaining 
this entirely different type of loan from the IDA for sound develop- 
ment purposes. 

Senator Arxen. That is all. 

The CHarrMan. Senator Williams. 


Senator Witit1ams. No questions. 


VIEWS CONCERNING HIGHER TAXES 


The CuarrMan. Mr. Seidman, just one question. ; 

I think your only criticism is the inadequacy of the sums provided, 
especially by the United States. ve sina ; 

Is it proper to infer from that statement, if it is necessary to main- 
tain a balanced budget, that you and your organization would sup- 
port higher taxes to obtain the income for the U.S. Government to 
finance this kind of an organization ? 

Mr. SemMan. Well, Senator, on other occasions representatives 
of our organization have appeared before congressional committees 
with specific proposals as to ways in which we think that additional 
taxes can be raised, if necessary. And last year, if I recall correctly, 
I entered into the record of the hearing, when a similar question was 
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raised, the specific proposals which our organization has put for- 
ward on this question. 

The Cuatrman. In other words, if it is necessary—I don’t know 
whether it is necessary for this particular purpose, but it certainly 
would be some drain on the Treasury—you would not object to rais- 
ing more money for such a worthy purpose; is that correct? 

Mr. SemMan. That is correct. And, of course, we would be con- 
cerned about the way in which the additional taxes would be raised. 

The CuHatrman. Yes, everybody is concerned about the way. I 
take it by that you would not like a sales tax, is that right ? 

Mr. SempMan. That is correct. 

The Cuarrman. By the way, what way would you prefer, or is it 
too complicated to go into now ? 

Mr. Seman. Well, there are a number of different proposals 
which we have suggested. One of them relates to the depletion allow- 
ances on petroleum. There are a number of others. This is not a 
field in which I am particularly expert, but I would be glad to pro- 
vide you with that. 

The Cuarrman. It is not the jurisdiction of this committee to go 
into the ways. I was just wanting merely a broad statement. 

But, generally, you feel this kind of project is worth our making 
a greater effort which, if it requires greater taxes, you would go into?! 
You are not committing yourself to any specific type of program, but 
you think, in general, it would be worthwhile ? 

Mr. SeriMAn. If that were necessary. 

The Cuarrman. Yes. 

Thank you very much, Mr. Seidman. 

Mr. Serpman. Thank you. 

The Cuarrman. We appreciate your taking the trouble to come in 
and present your views. 

The next witness is Mr. Elton Atwater, Friends Committee on Na- 
tional Legislation. 

Mr. Atwater, we are very pleased to have you this morning. 


STATEMENT OF ELTON ATWATER IN BEHALF OF THE FRIENDS 
COMMITTEE ON NATIONAL LEGISLATION 


Mr. Arwater. Thank you, Mr. Chairman. I will read my state- 
ment, if that is agreeable. 

The CuarrMan. Yes, you may proceed. 

Mr. Atwater. Mr. Chairman and members of the committee, my 
name is Elton Atwater. I am professor of political science at the 
Pennsylvania State University. Today I am speaking on behalf of 
the Friends Committee on National Legislation. The views which 
I express will, I believe, have the support of many Friends (Quak- 
ers), although I do not pretend to speak for all Friends, since our 
democratic structure does not lend itself to official spokesmen. 

I have come to urge your strong support for the proposed author- 
ization for U.S. participation in the International Development <As- 
sociation (S. 3074). The Friends Committee on National Legisla- 
tion especially welcomes this proposal as a major step toward greater 
use of multilateral agencies for economic assistance to the underde- 
veloped countries of the world. 
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As President Eisenhower and many members of this committee 
have frequently indicated, the United States has a clear interest in 
the economic growth of the less developed countries. The Interna- 
tional Development Association will be an important additional link 
in the network of national and international agencies dedicated to 
this objective. 

I have followed with great interest the development of the IDA 
proposal ever since it was submitted 2 years ago by Senator A. S. 
Mike Monroney. I would like here to pay special tribute to the initia- 
tive and efforts of Senator Monroney on behalf of this idea which 
is now coming to fruition. 

I was then on leave of absence from my university, working as a 
Quaker nongovernmental organization representative at the United 
Nations. In this position, I was concerned, among other things, with 
exploring ways whereby greater economic assistance to the under- 
developed countries could be channeled through the United Nations 
and its specialized agencies. 

In the spring of 1958, when the IDA plan was first being considered 
by the Senate, few United Nations delegates had heard much about 
it. I tried in a small way to interest as many delegates as I could 
in the proposal, and I found Senator Monroney very helpful in 
supplying materials and information for these United Nations 
representatives. 

The representatives were very grateful for the information and 
showed considerable interest in the plan, particularly because it 
seemed likely to attract greater support from both the potential 
suppliers of capital and the underdeveloped countries than had any 
other capital development program which had been previously con- 
sidered by the United Nations. 

Many excellent reasons have been advanced in support of the In- 
ternational Development Association by President Eisenhower, Sec- 
retary Anderson, Senator Monroney, the Executive Directors of the 
International Bank and others. I should merely like to emphasize 
two of these reasons which seem especially significant : 


1. THE FLEXIBILITY OF ITS LENDING OPERATIONS 


This will be important in promoting more rapid and comprehensive 
economic growth on the part of the underdeveloped countries than 
would be possible if they had to depend largely on conventional loans, 
public or private. Because of their low levels of productivity, the 
underdeveloped countries are often unable to repay loans on terms 
required by normal commercial banking (6 to 8 percent interest; 
10 to 20 years maturity). Their export earnings are often too low, 
particularly if they lack natural resources, to enable them to repay 
in convertible currencies. 

On top of this, some of the most basic needs for economic develop- 
ment such as improved services of public health, sanitation, education, 
transportation, and social welfare, are not revenue-producing projects 
and therefore will not attract either private investment or public loans 
which have to be made according to orthodox commercial banking 
standards. 

If a more intensive rate of economic development is to be achieved, 
it is clear that more flexible terms of capital assistance (longer 





102 INTERNATIONAL DEVELOPMENT ASSOCIATION 


periods for repayment, lower interest rates, greater use of local cur- 
rencies, and the possible use of grants in some cases) must be 
employed. 

he U.S. Development Loan Fund is designed to do this, but until 
now there has been no multilateral agency with more flexible lend- 
ing operations. The World Bank, despite its admirable record, 
cannot do the entire job because it must limit its operations to projects 
which will measure up to orthodox commercial standards, 

The International Development Association will therefore supple- 
ment the World Bank, as well as the Development Loan Fund, very 
usefully. Moreover, since it is to be affiliated with the World Bank 
and directed by the same personnel, it will be able to operate with 
all the skill and experience of the World Bank itself. 


MULTILATERAL CHARACTER OF THE AGENCY 


My second reason for supporting the IDA is because of the multi- 
lateral character of the agency. 

This is one of the most important reasons for supporting the In- 
ternational Development Association. Economic development, inso- 
far as it depends on public funds, can, in my opinion, be fostered more 
effectively and less expensively through a multilateral rather than 
through a bilateral program. Because of the special needs of the un- 
derdeveloped countries for more flexible credit arrangements, public 
funds are likely to play an increasingly major role. Larger multi- 
lateral programs of capital assistance must therefore be available. 

A multilateral program can allocate projects more on a basis of 
economic merit and without reference to political conditions or strings. 
There is a tendency in every bilateral program to give priority in al- 
locations to countries whose political or strategic position is important, 
without applying the same rigid standards of economic merit or need 
which characterize the approach of the World Bank. 

There is also the temptation in a bilateral program to award proj- 
ects in order to avoid offending particular nations. For these rea- 
sons, the same amount of money may not go so far in a bilateral pro- 
gram as it might in a multilateral program. 

As Paul Hoffman has recently pointed out in his excellent study, 
“One Hundred Countries, One and One-quarter Billion People,” when 
economic aid is used “to win friends and influence people” or as an 
instrument in the cold war, it loses some of its effectiveness and tends 
to become distorted by political considerations. 

“The recipient countries are tempted to rely on their political posi- 
tion rather than their own efforts to solicit the flow of funds, and the 
donor countries are tempted to slash constructive programs if the re- 
cipients do not show gratitude and sympathy toward them * * *. 
The best way to avoid the intrusion of political factors into this proc- 
ess of economic building is to rely, to the fullest possible degree, on 
multinational rather than bilateral operations.” 

A multilateral agency, furthermore, is in a much better position 
than a national government to suggest measures of internal economic 
reform in a recipient country without seeming to be engaged in an 
offensive kind of interference in the internal affairs of that country. 
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I do not believe that the United States’ interest in the economic 
improvement of the underdeveloped countries is any less effectively 
promoted by a multilateral program than by a bilateral program. 

Our interest lies in helping the underdeveloped countries improve 
their living standards to the point where they will be increasingly 
able to sustain their freedom in internal affairs and their independence 
in external affairs. The capital investment programs of the World 
Bank and those contemplated by the International Development 
Association can do this effectively provided sufficient resources are 
available to them. 

I might add, at this point, in view of the advantages of a multi- 
lateral program for capital assistance, that our organization believes 
it would be desirable for our own Government, as well as other gov- 
ernments, both east and west, to switch their emphasis from bilateral] 
to multilateral operations. 

The economic improvement of the underdeveloped countries is a 
desirable objective in itself, and our interest in seeing it accomplished 
would actually be better served by a well administered multilateral 
program than by a bilateral program. 

Bilateral programs tend to become competitive with one another, 
and this sometimes has the effect of increasing rather than decreas- 
ing international tension. 

I would also like to make a comment, if I might, regarding Sena- 
tor Williams’ earlier hypothetical examples regarding voting in the 
International Development Association. 

It seems to me that in his comments he overlooked two points: 

First, the votes of the other countries in schedule A, that is the 
developed countries, particularly of western Europe. The votes of 
these countries in combination with those of the United States would 
always be larger than the combined votes of the schedule B countries, 
the underdeveloped countries, regardless of whether you go on the 
basis = 65 percent of the total capital or 100 percent of the total 
capital. 

And, secondly, it seems to me that Senator Williams, in his hypo- 
thetical case, assumes that the 51 underdeveloped countries would 
a vote as a block and would always vote against the United 

tates. 

Senator Wiri1aMs. Might I interrupt. 

I don’t think you will find I made any such assumption. I raised 
the hypothetical case as to the change in the voting power if certain 
countries didn’t join. I pointed out the amount of power that the 
part II countries would have in the number of votes and the percent- 
age of power. Whether they voted as a block, no one living can 
state. 

Mr. Atwater. That is correct, but I think there would still need 
to be sufficient capital from the other developed countries. If my 
figures are correct, if all of the 51 underdeveloped countries contrib- 
uted and if the United States contributes its full amount, you would 
still need nearly $93 million from the other schedule A countries. 

Senator Wiii1AMs. You were correct, and I so stated, that the ma- 
jority voting power, by a few percentage points, would be with the 
hard currency countries. But, still, the part II countries would in- 
crease their percentage from 23 to 31 percent. 
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Mr. Atwater. Yes. 

Senator Wiis. I wasn’t raising that as an objection, but was 
pointing it out. 

Mr. Atwater. Yes. 

Senator Wiiu1aMs. My other point was that it would not be pos- 
sible to say with any degree of certainty that you would have the same 
Board of Directors administering the Bank and [DA—which was the 
clear intent of all concerned in supporting this legislation. 

Mr. Atwater. Yes. 

Senator Witu1ams. And I was pointing out there is a possibility 
where you may not be able to accomplish that which you, as I under- 
stand it, and everybody else intended to accomplish, if you didn’t get 
100 percent participation, and I thought it was well to bring it out. 

Mr. Arwater. Well, it does seem to me that the weighted voting 
gives the United States and the other developed countries adequate 
representation of their views as against the underdeveloped countries. 
Your argument seemed to be suggesting that they would be losing 
in the long run if this were to take place. 

And I don’t, myself, feel that that necessarily would be the case. 

Senator Wixu1ams. Do you not think we would lose in the long 
run if only 65 percent of the nations participated? Would it not need 
a sielivgts higher percentage for this to work? If you were going 
to get a minimum of 65 percent ratification, and no more at any 
time, don’t you think you would lose a lot ? 

Mr. Arwater. We would not have so much if 100 percent didn’t 
participate. But I think there would still be a net gain over what we 
might have if we did not have an institution of this sort. 

I think we would gain, but we would not gain so much if we didn’t 
have 100 percent. 

Senator Wiiu1aMs. I agree with that. 


INCREASE IN CAPITAL 


Mr. Arwater. My final point, Mr. Chairman, concerns an increase 
in the capital urged for the International Development Association. 

The total capital envisaged for the International Development As- 
sociation—$1 billion over a 5-year period—is far from sufficient to en- 
able the underdeveloped countries as a whole to raise their liivng 
standards very significantly. The proposed schedule of capital sub- 
scritpion calls for only approximately $230 million in 1961 and $192 
million in each of the succeeding 4 years. 

Fhe U.S. contribution would be $73.6 million the first year and 
$61.6 million each of the next 4 years. This is less than half of what 
we are presently spending for technical assistance and seems hardly 
commensurate with our ability to pay in terms of our total national 
income and productivity. 

A number of economists have indicated that the underdeveloped 
countries could effectively absorb $3 to $4 billion a year of capital in- 
vestment in addition to what is now being invested. This is about as 
much as is currently being invested in the underdeveloped countries 
by all outside sources, public and private ($4 billion in 1958). 

According to the estimates of United Nations economists, working 
under Paul Hoffman, the $4 billion being presently invested each year 
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in the underdeveloped countries has resulted in a net increase of barely 
1 percent in their living standards. If an additional $3 billion a year 
could be invested over the next decade, it is estimated that an average 
increase in living standards from 1 to 2 percent would be achieved. 
This would also mean that in the case of a few countries a significant 
breakthrough to 4 or 5 percent would be accomplished. 

The International Development Association is well designed to play 
an important part in this program of economic development if its 
sights could be raised and more capital subscribed. Paul Hoffman 
has suggested that the IDA attempt to provide $10 billion over the 
next 10 years, or $1 billion per year, instead of the present $1 billion 
goal over a 5-year period. We wholeheartedly support this sugges- 
tion of Mr. Hoffman’s and urge, Mr. Chairman, that you and the 
committee seriously consider recommending an increase in the capital- 
ization of the International Development Association along these 
lines. 

Thank you. 

The CuatrmMan. Thank you very much, Mr. Atwater. 

Senator Aiken, do you have any questions ? 

Senator ArKen. I don’t think so. 

The Crarrman. Senator Williams? 

Senator WittiaMs. Just one. 


ADDITIONAL OUTLAY URGED 


Mr. Atwater, in recommending this $10 billion over a period of 10 
years, would you recommend that in addition to all other programs, 


or would you suggest that as we moved over into this International 
Development Agency, there should be a corresponding reduction in 
other unilateral agencies ? 

Mr. Arwater. This is recommended in addition to everything that 
is now being done. 

Mr. Hoffman, and other United Nations economists, have estimated 
that roughly $30 billion over the next 10 years, or roughly $3 billion 
every year, would be needed in addition to everything now being done, 
if the net increase in liivng standards of the underdeveloped countries 
is to go from 1 to 2 percent. 

Now, of that $3 billion, Mr. Hoffman has suggested that $1 billion 
might come from private investment, and he is suggesting that $1 
billion might come from the International Development Association, 
and that $1 billion would then still have to come from other sources. 

But he is suggesting, and I concur and my organization concurs, 
I think, in the hope that the IDA might undertake to find one-third 
of what would be needed in new money to raise the living standards 
of the underdeveloped countries by 1 percent additional. 

Senator Arken. I have one question. 

I noticed, Mr. Atwater, that you put considerable stress on Mr. 
Hoffman’s statement, and also that we should make multilateral, 
‘ather than bilateral, loans, because in making bilateral loans we 
make them to countries that show gratitude and sympathy. 
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EFFECT OF SOVIET PARTICIPATION IN MULTILATERAL LOANS 


In other words, we make bilateral loans to our friends, whereas 
multilateral loans might not take that into consideration. 

Is there any way that we can convince Russia that she should make 
loans to countries that don’t like her as well as those that do? 

Mr. Arwater. I don’t suppose that we could convince her. She 
would have to be convinced on the merits of the program. It does 
seem to me, though, that if you had a really large-scale multilateral 
program which was helping countries on the basis of their economic 
need, where political considerations were reduced to a minimum, that 
you would have perhaps the most effective means of, if you like, com- 
peting with the Soviet offers. 

You could mobilize far greater resources. And it seems to me, from 
the standpoint of psychological impact on countries in the under- 
developed parts of the world, you would have a far greater effect in 
offsetting what the Soviet Union may try to offer on a bilateral 
basis. 

I would like to see the Soviet Union participate in multilateral 
programs. I think this would tend to make it much easier to control 
the purpose for which their money is used. 

Senator A1ken. I wonder why they don’t participate. 

Mr. Arwater. Because, basically, I think they don’t find that 
through a multilateral program they can foster their national inter- 
ests as well as they can through a national program. 

Senator Arken. What would you think of, in some cases, the United 
States and Russia going 50-50 on loans in an underdeveloped coun- 
try? Would that work out? 

Mr. Arwarter. I think that this certainly should be very carefully 
explored and considered. It would tend, certainly, to take the thing 
out of the area of competition, which, it seems to me, is important. 

The minute you compete with the other countries for the right to 
lend money, you get yourself into a more expensive situation than if 
you allocated your projects on the basis of the economic merit of the 
case. 

Senator Arken. In other words, you would not undertake to bid 
against Russia for the purpose of making loans to arr underdeveloped 
country ? 

Mr. Atwater. It seems to me we should try to get away from that, 
and by having a multilateral agency capable of offering credit and 
loans on cases of economic merit, that you do have the best way of 
dealing with that. 

Senator Arken. That is all. 

The Cuatrman. Thank you very much. 

Senator Wriu1aMs. Mr. Chairman, may I ask one question ? 

The CuatrmMan. Yes. 


POLITICAL CONSIDERATIONS EXCLUDED FROM DECISIONS ON LOANS 


Senator WittraMs. In considering the application of a loan from 
one of these countries, as I understand it, you would not recommend 
that they take into consideration the political form of government 
involved ¢ 

Mr. Arwater. That is, by the IDA? 
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Senator Witu1aMs. By the IDA. 

Mr. Atwater. Well, the IDA is expressly precluded by its charter 
from making any kind of interference in the internal affairs of 
another government, and that would presumably preclude their mak- 
ing a consideration of the form of government. 

It seems to me they would be looking at the project which was re- 
questing the money, and examining the merits of that project, and 
trying to decide on that basis what was the best thing to do in the 
interests of the world economic community. 

Senator WituiaMs. If this were approved, you would suggest that 
they should give the same consideration to Castro’s Cuba as to any 
other country that might wish to make a loan? 

Mr. Arwater. I would think this would depend on the nature of 
the project concerned. 

Senator Wuu1ams. What I mean is this: All things being equal, 
Castro’s Cuba would get the same consideration as any other 
country ? 

Mr. Arwarer. Well, the executive directors and the board of gov- 
ernors of the International Development Association, in making their 
decisions upon economic merit essentially, I would think, would be 
guided by that. Perhaps the assumption might be that a sound 
program of economic development is, in the long run, the best way 
of dealing with some of the cases of extremism which we seem to 
find in world affairs. 

Senator WituraMs. That is all. 

The Cuarrman. Thank you very much, Mr. Atwater. We appre- 
ciate your taking the trouble to come here. 

Mr. Herbert Harris, the American Farm Bureau Federation. 

Mr. Harris, we are very pleased to have you come before the com- 
mittee. 


STATEMENT OF HERBERT E. HARRIS II, ASSISTANT LEGISLATIVE 
DIRECTOR, THE AMERICAN FARM BUREAU FEDERATION 


Mr. Harris. ‘Thank you, Mr. Chairman. 

My name is Herbert Harris, the assistant legislative director of the 
Farm Bureau. In the interest of time, I would like to suggest—I 
am conscious of*the time, and I am sure that the committee is, too— 
that I simply file the statement and make one or two comments on 
the main points in the statement. 

The Cuarrman. I think that would be very well. I am sure that 
many of the basic ideas have been covered. The whole statement will 
be inserted in the record. 

Mr. Harris. Thank you, Mr. Chairman. 

I won’t bother to describe to you the Farm Bureau; I know the dis- 
tinguished men present are familiar with the Farm Bureau. 

The Cuarman. I think we know it. 

Senator Arxen. And I have read the testimony which he would 
have given, had he read it. 
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EFFECT OF IDA ON BALANCE OF PAYMENTS 


Mr. Harris. I would like to make these main points. 

First of all, Farm Bureau is very concerned about the current bal- 
ance-of-payments situation. We feel that a strong trade-agreements 
program and a high-level mutually advantageous trade are important 
to the United States and to the strength of the free world. 

Now, this trade program and the balance-of-payments situation, 
we think, go hand in hand. If something is not done to correct this 
serious balance-of-payments situation immediately, or at least tend to 
correct it, this is going to be used as a club toward eliminating a strong 
trade program for the United States. 

We think this would not be in the best interests of the American 
farmer, or the best interests of the free world. 

We recognize, also, that there are many countries, formerly recipi- 
ents of our aid, who are now able to take on some of the burden of 
development and defenses of the free world. 

We recognize that IDA has been proposed as a vehicle, as a mech- 
anism, to allow them to take on some of this burden. Now, to the ex- 
tent that it is used as such a mechanism, we support the IDA. How- 
ever, we feel the committee will want to be very careful to assure that 
the IDA is implemented in this manner. We have doubts, I think 
shared by many, that this may be a mechanism to enlarge the burden 
on the United States in this area, rather than to shift the burden. 

We feel there is one good way to indicate that this is not the pur- 
pose of IDA, and this is to reduce the Development Loan Fund ap- 
ae this year to the extent that the United States contributes 
to the IDA. It is certainly not a method of transferring the burden 


to keep our Development Loan Fund appropriations at the present 
level and to add to it the appropriations necessary for IDA. 
This is enlarging the burden on the United States, not transferring 


it. 

To be specific, the Development Loan Fund now has an appropria- 
tion, in the current fiscal year, of $550 million. We will be required 
to make a contribution to IDA in the first year of about $73 million. 

We feel that the appropriation to DLF should be reduced from 
$550 million to $477 million, or a reduction of $73 million. We have 
tabulated the agencies that have been created to supply credit and 
capital for the various countries of the free world. 

We are referring to the International Monetary Fund, the World 
Bank, the Export-Import Bank, Inter-American Development Bank, 
and, of course, the Development Loan Fund, Not including the 
Development Loan Fund, this totals $17,960 million of credit that 
the United States has contributed for underdeveloped countries. 

In addition to this, of course, there has been $1,400 million created 
bilaterally through the Development Loan Fund. 

We feel there is a point where a country reaches the limit of the 
amount of credit and capital that it can provide. We feel that per- 
haps that limit may be reached now. 

But, again, if we are going to utilize IDA as a method of shifting 
this burden, let’s use it to shift it, not to expand it. ; 

We feel our present fiscal condition, the present fight against in- 
flation, requires a reduction of Government expenditures. 
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Now, the World Bank has a very fine record, and it is one that we 
admire very much. We are afraid that this record could be destroyed 
if, in attaching an agency like IDA to it, there is no effort made to 
assure that IDA is used judiciously and with prudence, It should 
be that little bit of soft loan that allows hard financing to be made. 
We would hope that it would be used in just this way, and in this way 
alone. 

We would like to see it substituted for the bankable types of loan 
that the World Bank has made. 


FOREIGN CURRENCY ACCUMULATED UNDER PUBLIC LAW 480 


There have been suggestions made that foreign currency accumu- 
lated under Public Law 480 and otherwise be turned over to the IDA. 
There is no doubt that there will be, and that there have been, in- 
stances where foreign currency under Public Law 480 has been used 
on the same project that loans from the World Bank or other lend- 
ing institutions are also used. 

It is not unusual to obtain financing through several different 
sources, and there is no reason why this ty pe of arrangement cannot 
continue. But we can see no benefit from turning these foreign cur- 
rencies over to IDA for its administration. 

This $2,574 million worth of foreign currencies that we have ac- 
cumulated under Public Law 480 and earmarked for economic de- 
velopment is a tremendous responsibility, and it is one that we are 
not going to be able to get rid of by donating it to an international 
agency at this point. It is one the Farm Bureau feels the United 
States should maintain its control over. 

In conclusion, Mr. Chairman, I should like to say that the Farm 
Bureau would urge that this bill, S. 3074, not be reported out, until 
this committee has considered the Mutual Secur ity Act. 

We feel that mutual security and IDA are interrelated and, of 
course, our recommendations as to reduction of the Development 
Loan Fund in connection with the IDA relate them even more. We 
would hope that the committee consider both bills before reporting 
out either. 

That concludes our statement, sir. 

The Cuarrman. Thank you very much, Mr. Harris. 

Do you have a question, Senator Aiken ? 

Senator Aiken. Apparently, Mr. Harris, you realize that the Con- 
gress last year authorized aid in one form or another to other coun- 
tries of the world in the form of gold or dollars or guarantees which 
amounted to approximately $10 billion, and I gather from your 
testimony you don’t regard that as a niggardly contribution. 

Mr. Harris. No, sir; we do not. 

Senator Arken. I don’t think people realize that our contributions 
and increased guarantees last year came to approximately $10 billion, 
but they did; and we hope it was spent wisely and yields good 
returns. 

That is all. 

The Cuarrman. Senator Williams. 

Senator Witu1ams. No. I want to congratulate you on your state- 
ment, and I think it is a very construc tive suggestion. The witnesses 
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preceding you have indicated that it was their intention that IDA 
be an agency whereby we could do on an international basis that which 
we are now doing alone. 

And it is your opinion, as I understand it, that you would be in 
favor of that if it meant a reduction in some of these other pro- 
grams, a corresponding reduction. 

Mr. Harris. Yes, sir; not so much reduction, as it would be a 
transferring. 

Senator WittiaMs. Transfer. 

Mr. Harris. The same level would be maintained, and actually ex- 
panded when you consider the contributions of the other countries. 

Senator Wiiu1aMs. I appreciate that, but that is what I meant, a 
transfer of that which we are contributing to one program now 
over to this international agency. 

Mr. Harris. Yes, sir; exactly. 

Senator Wituiams. And it not be used as an additional agency 
with additional expenditures. 

Mr. Harris. Yes, sir. 

The Cuarrman. Thank you very much, Mr. Harris. We appreci- 
ate your taking the trouble and time to come here. 

Mr. Harris. Thank you, Mr. Chairman. 

(The prepared statement submitted by Mr. Harris is as follows:) 


PREPARED STATEMENT OF HERBERT E. Harris II, ASSISTANT LEGISLATIVE 
DIRECTOR, THE AMERICAN FARM BUREAU FEDERATION 


The Amreican Farm Bureau Federation appreciates this opportunity to presen. 
its views with regard to U.S. participation in the International Development 
Association. The IDA originated as a U.S. proposal made to the Board of 
Governors of the World Bank. Under this proposal all the members of the 
World Bank—but chiefly the 17 most economically advanced countries—would 
eontribute $1 billion to a fund which would be administered in conjunction 
with the World Bank to make loans for economic development to under- 
developed countries. These loans could be repaid in local currency rather than 
the currency lent. The terms of the loans could allow longer maturity and 
lower interest rates than the type of loans now being made by the World 
Bank. The IDA articles specify that it will not provide financing when it is 
available from private sources on reasonable terms for the recipient or could 
be provided by a loan of the type made by the World Bank. 

Farm Bureau is a free, independent, nongovernmental, voluntary organiza- 
tion of 1,602,117 farm and ranch families in 49 States and Puerto Rico. 

Farm Bureau policies continue to recognize the need for international coop- 
eration and the necessity for the United States to maintain its leadership in 
the pursuit of lasting peace. We believe that the United States should continue 
to ri ready to support needed constructive assistance to nations of the free 
world. 

We feel that one of the paramount factors that will give strength to the free 
world is a high-level, mutually advantageous trade. We have given strong 
support to the reciprocal trade agreements program and continue our firm belief 
that two-way mutually advantageous trade is preferable to unilateral transfers 
by the United States through grants or excessively long-term easy credit. 

A sound international trade program should be the keystone in America’s 
foreign policy. Today our trade program is seriously threatened by our present 
balance-of-payment position. It is imperative that constructive steps be taken 
immediately to correct this situation. 

For over a decade, the United States has contributed vast amounts of military 
equipment, capital investment, and technical assistance to nations throughout 
the free world. The rehabilitation of Western Europe and the common defense 
against communism required the expenditure of large amounts of human and 
economie resources. The economic resurgence of many nations that formerly 
were recipients of our aid makes mandatory a comprehensive revision of pro- 
grams designed to assist other free nations. 
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Last December the voting delegates of our member State organizations 
adopted the following Farm Bureau policies for 1960: 

“We should continue to stand ready to support constructive assistance to less- 
developed nations that show a willingness and a desire to use such assistance 

roperly. 

. Howavek, the economic resurgence of many nations that were formerly recip- 
ients of our aid makes mandatory a comprehensive revision of our mutual se- 
curity program, These nations should now assume a greater share of the 
burden of the defense and development of the free world. This will make pos- 
sible a substantial decrease in the financial contribution required of the United 
States.” 

While Farm Bureau recognizes America’s responsibility in the free world, we 
reject the proposition that the United States can or should assume total re- 
sponsibility for the defense and development of the whole free world. 

It has become apparent that it is time for other industrialized nations of the 
free world to assume a greater share of the burden of economic development. 
They have earned the right to participate more fully in the fight against com- 
munism and the struggle for development. We should not deny them this op- 
portunity. 

U.S. FISCAL POLICY 


It is necessary that the United States adopt and maintain domestic policies 
which will keep our country economically strong and financially sound. This is 
important not only to our own country’s future but also to our position as the 
leader of the free world. We have a duty—and it is a serious obligation—to set 
an example to less developed countries that we have the ability and courage to 
manage our own fiscal affairs. The fight against inflation requires the reduction 
of Federal Government expenditures. 

Farm Bureau supports U.S. participation in the International Development 
Association to the extent that this institution is implemented as a means to per- 
mit and encourage other economically advanced countries to share the burden of 
development of the free world. It should not be used as a device to increase the 
burden on the United States or to enlarge the amount of public funds provided 
by the United States for economic aid. 

Of course, this support also is conditioned on the assumption that IDA will be 
operated in accordance with its articles of agreement and will not be used when 
financing is available from private sources or from public “bankable loan” 
institutions. 

BALANCE OF PAYMENTS 


As indicated above, the present balance-of-payment situation has serious im- 
plications to our foreign trade policy. The following table shows the balance- 
of-payment position. 

Balance of payments 
[Billion dollars} 


Dollars paid by other countries to United States for— 
Goods and services United States sold to other countries (includ- 
ing income from investments) 
Other exchange earnings 


Total exchange earnings 


IN 1958 WE EARNED $4.2 BILLION DOLLARS LESS THAN IN 1957; $1.2 BILLION LESS 
THAN IN 1956 


[Billions of dollars] 


Dollars paid to other countries for— 
Goods and services sold to the United States 
Private investment. 
Military expenditures overseas... 
Economic aid 


Total exchange payments 
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IN 1958 WE SPENT $300 MILLION LESS THAN IN 1957; $1.2 BILLION MORE THAN 1956 


The result, a gold or dollar “outflow” of $3.4 billion in 1958 compared to an 
“inflow” of $500 million in 1957 and an “outflow” of $1 billion in 1956. 

Although complete figures are not available for 1959, present inforamtion indi- 
cates a gold or dollar outflow for the first three quarters of $3.1 billion. The 
total outflow for the year appears to have been approximately $4 billion. 

It is obvious that immediate steps must be taken to correct this deficit. Farm 
Bureau firmly believes that the sound, long-range, solution lies in expanded 
“dollar exports’—not in trade restrictions, This means that U.S. industry and 
agriculture must keep costs under control and prices competitive. It also means 
that the United States must insist that other countries promptly remove dis- 
criminations against imports of U.S. products. These discriminatory restric. 
tions were originally instituted by other countries when they had balance of 
payment difficulties. For the most part this is no longer a valid justification 
and, under the trade agreements program and the General Agreements on Tariff 
and Trade, these countries have the obligation to remove the restrictions. 

It is true that some progress has been made in this regard. However, there 
still remains numerous discriminatory restrictions against American exports. 
American agriculture especially has been placed at a serious disadvantage be- 
cause of this situation. Unless more progress is made toward the goal of ex- 
panded U.S. exports, trade restrictionists may very possibly win their fight to 
wreck America’s trade agreements programs. Indeed, their success is almost 
assured unless we take prompt action to bring our international payments into 
better balance. 

Expanded exports constitute a long-range program which cannot be achieved 
if at the same time the United States is applying greater import restrictions. 
This means that immediate action must be taken to reduce our “dollar outflow.” 

Farm Burea believes that this necessitates that other economically advanced 
countries assume more of the burden of the defense and development of the free 
world. This will make possible a reduction in the “dollars” expended by the 
United States and will contribute toward the solution of our balance of pay- 
ments problem. 

FUNDS AVAILABLE FOR ECONOMIC DEVELOPMENT 


In recent months, numerous additional sources of credit have been estab- 
lished for underdeveloped countries. Farm Bureau supported the increase in 
the U.S. quota to the International Monetary Fund of $1,344 million. This 
brought the U.S. share to $4,125 million. We supported the increase in the U.S. 
subscription to the World Bank from $3,175 million to $6,350 million. In 1955 
we supported the establishment of the International Finance Corporation with 
an available capital of $100 million. 

We believe these institutions provide important sources of credit to the coun- 
tries of the free world. Farm Bureau has given vigorous support to the Export- 
Import Bank. The Bank is now authorized to have loans and guarantees out- 
standing at any one time of $7 billion. 

During the last session, Congress authorized U.S. participation in the Inter- 
American Development Bank which was established to provide credit facilities 
of $1 billion to Latin American countries. We understand that this is to be 
increased by $500 million in 1962. The United States is authorized to contribute 
$450 million toward this institution. The total U.S. contributions to these in- 
stitutions amount to $17,960 million. In addition, the U.S. Congress has to date 
appropriated $1,400 million for the Development Loan Fund. 

There is a limit to the amount of capital funds the U.S. Government can pro- 
vide to other countries. Many believe that limit has already been reached. 
The administration is now proposing the International Development Association 
which is designed to provide initially $1 billion for “easy-term” economic develop- 
ment loans. The United States will be expected to provide $320,290,000 toward 
this institution when fully established—approximately $73,666,700 the first year. 

We understand that the purpose of this institution is to provide a mechanism 
through which other industrialized countries can share the burden of providing 
funds for economic development to underdeveloped countries. If this is the pur- 
pose, then it stands to reason that the Development Loan Fund—the present U.S. 
program for “easy-term” credit—should be reduced at least to the extent that 
the United States contributes to the International Development Association. 

Therefore, Farm Bureau recommends that authorization for U.S. participation 
in IDA should be made only with the firm understanding that the present level 
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of appropriation for the Development Loan Fund will be reduced by the amount 
of the appropriation necessary to fulfill the U.S. contribution to IDA. To illus- 
trate: IDA will increase the available “easy-term” credit for underdeveloped 
countries by $1 billion—approximately $230 million the first year. The U.S. 
share of the total will be $320 million. Appropriations of about $74 million will 
be requested in fiscal year 1961. Fiscal year 1960 appropriation for the Develop- 
ment Loan Fund amounted to $550 million. If this was reduced to $476 million 
in fiscal year 1961, the United States would be maintaining its current level of 
providing funds for economic development and there would be at the same time 
a net increase of $156 million “easy-term” credit available to underdeveloped 
countries. 
WORLD BANK 


IDA as proposed would be an affiliate of the World Bank, administered in large 
part by the Bank’s officers and staff. 

The World Bank has established an excellent record for careful fiscal man- 
agement and sound constructive use of funds. It has lent money to countries 
only under terms and conditions which made it realistic to expect repayment as 
prescribed. This has induced a fiscal discipline in some countries which in turn 
contributed substantially toward that country’s economic development. Under- 
developed nations need a great deal more than the capital that can be provided 
through public funds. Private investment is essential. It is as unfair as it is 
unsound to indicate to such countries that loans for economic development will 
be provided regardless of the economic policies which these countries maintain. 
These international institutions are efforts to help countries help themselves. 
The capital should be provided under conditions and terms which induce coun- 
tries to develop programs and adopt policies which are economically sound and 
which in the long run will contribute substantially to their development. 

“Easy-term” credit can be a service to a country only when it is used as a 
means of making additional financing available through private investment or 
through established “bankable loan” institutions. Easy term loans are an expe- 
dient and must be administered with caution and prudence. Otherwise, a dis- 
service may be done to the recipient. If these principles are not applied to the 
IDA, the sound constructive policies of the World Bank will not be maintained 
and this institution will be torn from the sound operating basis which has re- 
sulted in its past success. 

PUBLIC LAW 480 


It has been proposed that part of the foreign currency acquired under Public 
Law 480 be turned over to IDA. 

Under title I of Public Law 480, the Agricultural Trade Development and 
Assistance Act, the United States has sold for foreign currency tremendous quan- 
tities of agricultural surpluses. There is over $2,574 million in foreign cur- 
rency accumulated under this program that have been designated for economic 
aid. There is additional authorization for Public Law 480 which will generate 
more foreign currency which can be used for economic development. 

There is presently no barrier for using such foreign currencies on projects 
which are partially financed by the World Bank or other ‘“‘bankable loan” institu- 
tions. Indeed, we feel certain that there are many instances where this has been 
done. We do not see the necessity to turn such foreign currencies over to the 
IDA. Farm Bureau recommends that the United States maintain the control it 
now exercises over the disbursement of foreign currencies generated under Public 
Law 480. 

Farm Bureau further recommends that this committee not report out a bill 
authorizing U.S. participation in the IDA until it has completed its deliberations 
on the Mutual Security Act. We believe that these programs are so interrelated 
that the committee should give full consideration to both programs before re- 
porting out either. We sincerely believe that better legislation will result from 
such a procedure. 

The Cuarrman. I wish to insert in the record at this point letters 
from the National Council of Farmer Cooperatives, the Women’s 
International League for Peace and Freedom, American Merchant 
Marine Institute, Inc., the National Grange, the National Council of 





114 INTERNATIONAL DEVELOPMENT ASSOCIATION 


Churches of Christ in the U.S.A., the Council-affiliated United Church 
Women, and the United Christian Missionary Society. 
(The letters referred to follow :) 


NATIONAL COUNCIL OF FARMER COOPERATIVES, 
Washington, D.C., March 16, 1960. 
Re S. 3074. 
Honorable J. W. FuLBRIGHT, 
Chairman, Senate Foreign Relations Committee, 
Washington, D.C. 

Deak SENATOR FutsricgHt: The National Council of Farmer Cooperatives, 
which is composed of approximately 5,000 farmer cooperative business organi- 
zations engaged in marketing farm products and procuring farm production 
supplies, desires to support the principles contained in S. 3074 relating to the 
establishment of the International Development Association. 

The farmers of this country have a very great stake in the improvement of 
economic conditions in underdeveloped countries. It is our belief that con- 
structive efforts to bring about better balanced economies in such countries and 
the development of sound methods by which their citizens may eventually ap- 
proach the level of purchasing power found in the more developed areas, is 
good not only for them but for the rest of the world as well. 

As one reason for our support we have become somewhat concerned that con- 
tinued accumulation of soft currencies under the Public Law 480 program 
may lead to an unused surp!us of those currencies which can, in some respects, 
become almost as embarrassing as the continued accumulation of unneeded 
surplus commodities. We hope we can avoid both types of accumulation and 
we are pleased to see that one of the stated objectives of the proposed Inter- 
national Development Association is to provide the means for greater utilization 
of such currencies. 

We also are pleased to note that the underdeveloped countries, as well as 
the more developed areas, will be participants in important ways in the financ- 
ing and constructive operation of the association, and that it will be under 
the management of the International Bank which has proven its capability in 
the field of financing worthwhile projects in underdeveloped areas. We think 
that one byproduct of the participation by such countries is that the accelerated 
use of many soft currencies may well be a strong contributing factor to increas- 
ing convertibility and acceptance. 

We have on many occasions laid great emphasis upon our belief that maxi- 
mum use must be made of private investment capital in underdeveloped areas 
and we are pleased to see that the association has as one of its objectives 
supplementing and facilitating such private investment. It would be our hope 
that the loan program could be directed toward the development of those 
basic facilities in underdeveloped areas which in themselves would not attract 
private investment but which would greatly facilitate the use of such invest- 
ment for corollary purposes. 

There has been much interest from time to time in a number of countries, 
and among certain groups in this country, for development of such organiza- 
tions as SUNFED within the United Nations. We have consistently and vigor- 
ously opposed such an approach and will continue to do so on the basic grounds 
that economic development in the underdeveloped areas can best be achieved 
through the application of know-how by people trained in business, finance, and 
economics rather than by those most greatly influenced by political considera- 
tions of an international nature. We would hope that while the International 
Development Association might be brought into an area of cooperation with 
applicable United Nations agencies, every care should be taken to see that its 
active management and control remains with the International Bank and that 
its objectives remain economic rather than political. 

It will be greatly appreciated if our views as stated above may be incorpo- 
rated in the hearing record of your committee. 

Sincerely, 
Homer L. BRINKLEY, 
Erecutive Vice President. 
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WoMEN’sS INTERNATIONAL LEAGUE FOR PEACE AND FREEDOM, 
Washington, D.C., Murch 21, 1960. 
Hon. J. WILLIAM FULBRIGHT, 
Chairman, Senate Committee on Foreign Relations, 
Senate Office Building, 
Washington, D.C. 

DEAR SENATOR FULBRIGHT: The Women’s International League for Peace and 
Freedom wishes to file the enclosed statement in the record of the hearings on 
the participation of the United States in the International Development Assucia- 
tion 

Sincerely yours, 
Mrs. ANNALEE STEWART, 
Legislutive Secretary. 


STATEMENT IN Support or S. 3074 BY THE WOMEN’S INTERNATIONAL LEAGUE FOR 
PEACE AND FREEDOM 


The U.S. section of the Women’s International League for Peace and Freedom 
supports S. 3074, providing for participation of the United States in the Inter- 
national Development Association, and wishes to congratulate Senator A. S. 
Mike Monroney for the imagination, initiative, and persistence which have 
brought this dream of his to reality. Our support is based on our belief that 
participation in the economic growth of the less-developed countries is a tangible 
expression of humanitarian ideals and is in the interest of our country’s own 
continued economic growth. For these reasons we are happy to see opened 
this avenue of aid which is more nearly free from political implications than bi- 
lateral aid can be, and which helps to satisfy the need for development loans 
on more flexible terms than are provided by other international institutions. 
We note also that the absence of “buy American” restrictions on the initial sub- 
scriptions will enable this agency to contribute to a healthier international trade 
situation. The close affiliation with the International Bank for Reconstruction 
and Development should enable the association to impose conditions of sound 
economie policy in connection with its loans, without danger that these condi- 
tions will be misinterpreted as “political strings.” 

We have one important reservation concerning the International Development 
Association. This is the limitation of membership to the so-called free-world 
nations, a fact practically guaranteed by certain provisions of the articles of 
agreement and emphasized by the President and the National Advisory Council 
in their introduction of the articles of agreement. We regret that, at a time 
when urgent efforts are being made to end the cold war in the military field, 
it should be built into an important international economic institution. That 
most of the participating countries would have preferred a world body rather 
than a free-world body is shown by the overwhelming vote for a United Nations 
Capital Development Fund at the last session of the U.N. General Assembly 
(68 for and 12 abstaining). We understand the desire of the major capital- 
exporting nations to have a greater voice in the association than they would 
have had in the U.N. fund, but regret that the door should be closed in advance 
to the Russian bloc. 

We are pleased to note that the articles of agreement make no mention of an 
ideological limitation of memberships and that the expected membership em- 
braces democratic governments and authoritarian governments of the right and 
left, as well as many politically undeveloped countries not yet enjoying the at- 
tributes we associate with a free society. We think this is proper because it is 
our belief, based on recent history, that economic development itself will pre- 
pare the way for, and generate, social forces compelling governments to grant 
wider participation in government and greater individual freedom of choice. 
Many scholars and research groups have pointed to the desirability of treating 
economic development as a goal in its own right and not as a political weapon. 
The door should be kept open for the Soviet Union to join in this task if and 
when it is ready. Furthermore, we doubt that acceptance by the American 
people requires that an association of this kind be made to appear as a coalition 
of democratic nations. 

While calling attention to this serious defect in its structure, which we hope 
may he corrected. we nevertheless support U.S. participation in the International 
Development Association. 
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AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., March 18, 1960. 
Hon. J. W. FULBRIGHT, 
Chairman, Foreign Relations Committee, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR FULBRIGHT: S. 3074, now before your committee, is a bill to 
provide for the participation of the United States in the International Develop- 
ment Association. The Association is a proposed billion dollar internationa} 
lending organization which would operate as an affiliate of the Internationa] 
Bank for Reconstruction and Development. There is one aspect of this proposed 
organization, as discussed below, which we believe to be detrimental to the best 
interests of the United States. This aspect has not, to our knowledge, been 
analyzed or faced up to in any of the deliberations which have preceded the 
proposals now before Congress. For this reason we believe that careful con- 
sideration is indicated. 

The objective of the proposed international lending association is to furnish 
a medium for providing developmental loans on terms which are more flexible 
than conventional loans available through the International Bank. It is, in 
effect, an international copy of our Development Loan Fund, and bears much 
the same relationship to the objective and programs of the International Bank 
as does our Development Loan Fund to the objectives and programs of our 
International Cooperation Administration. We, of course, are in sympathy 
with such objectives. 

The concept underlying an international approach to the financing of assist- 
ance for underdeveloped ceuntries is a laudable one. We find that certain of 
those countries which the United States has helped to regain their own feet are 
now able to join with us in helping others. This is also reflected in other 
foreign assistance proposals such as the billion dollar Indus Basin project 
contained in pending mutual security legislation. Such proposals create a pic- 
ture that the burden of underwriting foreign assistance will now be shared. 
However, in the process of distributing this burden the funds which the United 
States would otherwise be administering in its own name would be relinquished 
for administration by an international association in lieu of the controls and 
procedures established by Congress for mutual security programs. Moreover, at 
least for the present, it would not appear that these international programs will 
result in any material lessening of the total outlay of funds required by the 
United States for foreign assistance overall. Thus, it may well be found that 
the primary accomplishment is the transfer to an international entity of the 
administration and control of U.S. foreign assistance funds. Whether the 
method of administration by such international entity is in the best interests of 
the United States is the question at hand. 

This then is our concern. Under our bilateral mutual security programs, 
U.S. labor and industry have benefited along with the recipient nations. During 
the early stages of our mutual security endeavors, almost all procurement was 
obtained from the United States. This favorable condition has dwindled steadily 
until at present less than half of our mutual security expenditures result in 
procurement from the United States. It is a well-known fact that this has 
had its effect on our balance of payments, and that in recent months it has been 
necessary to take administrative steps to slow down the almost 100 percent 
offshore procurement which was taking place under the development loan pro- 
grams. Since this situation has developed under conditions where the United 
States has had control over its own assistance funds, we feel sure our concern 
can be readily understood that, lacking some direction from Congress over 
the use of U.S. funds contributed for international lending, there will be little 
or no procurement from the United States. 

An examination of the articles of agreement of the International Development 
Association reveals that any U.S. control over the use of U.S. funds is not only 
not intended but it is specifically precluded. The United States, which would 
be contributing 32 percent of the capitalization of the Association, and over 
40 percent of the total contribution of all participants in unrestricted funds, 
is asked to make all of its contribution in unrestricted funds. On the other 
hand, those nations which are making token contributions for the purpose of 
sharing in the benefits of the Association may place restrictions on the use 
of their funds up to 90 percent of their contribution. Moreover, article V(f) 
of the agreement, concerning the use of resources, provides as follows: 
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“(f) The Association shall impose no conditions that the proceeds of its 
financing shall be spent in the territories of any particular member or members. 
The foregoing shall not preclude the Association from complying with any 
restrictions on the use of funds imposed in accordance with the provisions of 
these articles, including restrictions attached to supplementary resources pur- 
suant to agreement between the Association and the contributor.” 

The above recognizes the restrictions which may be put on the use of funds 
by the small contributors, but prohibits the imposition of conditions by the 
United States and some others. 

The U.S. shipping industry, together with its thousands of personnel, has 
been one of the many U.S. industries which has benefited from our mutual 
security programs. As a related aspect of these programs, the Congress has 
provided that 50 percent of the commodities or materials procured with Govern- 
ment assistance funds shall be moved overseas by U.S.-flag commercial vessels. 
There will be little or no such opportunity for U.S.-flag ships to participate in 
the programs of the International Development Association as presently con- 
ceived. We will, in fact, be hit two ways. First, the relinquishment of all con- 
trol to the international association will mean less overall procurement from 
the United States; and second, we will lose the reasonable participation (which 
Congress has assured to us) in the ocean transportation of such reduced pro- 
curement as may be made from the United States, even though such procure 
ment is made with U.S. contributed funds. 

The above considerations reflect a very serious problem, and we would urge 
that every effort be made to develop some protection for U.S. industry and labor 
affected. We are not opposed to the concept of multilateral assistance as such. 
We do believe, however, that some method must be developed whereunder a 
reasonable proportion of the financial outgo for such multilateral programs can 
be kept under the control and direction of the United States, and utilized in 
accordance with policies adopted by the United States for its own foreign assist- 
ance programs. 

It is requested that this letter be included in the record of this legislation. 

Sincerely yours, 
ALVIN SHAPIRO. 


NATIONAL GRANGE, 
Washington, D.C., March 18, 1960. 
Re Grange support in principle of S. 3074. 
Hon. J. W. FuLsRIGHut, 
Chairman, Senate Foreign Relations Committee, 
Senate Office Building, Washington, D.C. 

DeaR Mr. CHAIRMAN: The National Grange supports in principle S. 3074, 
which provides for U.S. membership in the proposed International Development 
Association. The IDA will be an affiliate of the International Bank. This 
Bank, we believe, has made an impressive global record in the furtherance of 
the economic development of many countries. The resources of the Inter- 
national Bank have been applied skillfully, with the view toward improving 
the economic base of the borrowing country. In addition, Bank technicians 
provide valuable services to these countries in connection with specific develop- 
ment problems and also in the consideration of broad economic questions. 

It is our opinion that the Bank is achieving these results in a manner con- 
sistent with the best interests of the United States. The importance of U.S. 
participation and leadership, too, in the International Bank is widely recognized 
and gives proof to the genuine interest within this country in working with all 
free people cooperatively for economic advancement and mutual well-being. 

The strength of the free world depends in a very real way on the balanced 
growth of mutually advantageous international trade and private investment. 
The achievement of this growth requires the constant attention of all countries. 
Primary reliance must be placed upon private enterprise which produces the 
soundest and most enduring benefits for all. It is in the self-interest of the eco 
nomically strong nations that they support and assist the less developed coun- 
tries of the free world. The International Bank, which brings together 68 
nations in every stage of development and from all regions, is a primary hub 
around which the countries of the free world work together to promote economic 
growth and development. The Bank does not compete with private capital. It 
devotes its resources to projects which open the way for more private oppor- 
tunities. It relies primarily upon the private capital markets for its own 





118 INTERNATIONAL DEVELOPMENT ASSOCIATION 


resources and in this way serves to increase the effective amount of private 
capital available to the less developed countries. 

The International Development Association, meanwhile, under the terms of 
its articles of agreement, may make its resources available only when private 
capital is not available on reasonable terms, and in addition, only when financ- 
ing could not be provided by a loan of the type made by the Bank itself. 

The proposal for an International Development Association grew out of the 
recognition that credit needs for sound development cannot be met in certain 
significant cases by the International Bank. The Bank has the experience and 
the technical know-how to do more in this field, but its resources can be made 
available only on terms related to private capital market terms. A need was 
seen therefore for a new institutional arrangement, financially separate from 
the International Bank but governed by the same officers and served by the same 
staff. Broad international acceptance of the proposal grew, and the detailed 
arrangements have been set forth in the articles of agreement of the IDA. 

Yssential to the success of the proposal is the readiness of the other indus- 
trialized nations of the free world to provide an important and equitable por- 
tion of the resources of the IDA. These resources will be provided from Goy- 
ernment budgets. The negotiations which have been completed so success- 
fully demonstrate that the burden which the United States has borne almost 
alone is now to be taken up in part by others. We hope that this new and re- 
sponsible action through the IDA will mark only the beginning. 

The National Grange has in the past made clear its belief that the achieve 
ment of a nation’s own aspirations is basically its own responsibility. Assist- 
ance in achieving economic progress, if it is to be effective and if genuine re- 
sults are to be obtained, should be dependent upon a firm desire and deter- 
mination by the recipient nation to help itself within the limits of its capa- 
bilities. This concept is well embodied in the IDA proposal. All member 
countries will subscribe to its initial resources. The economically less devel- 
oped members have subscriptions totaling about $237 million, 10 percent of 
which will be in the form of gold or convertible currencies and 90 percent in 
their own national currencies. The convertible currency portion will be made 
available to the IDA on the same basis as the total subscriptions of the eco- 
nomically stronger members: for use in connection with IDA projects in any 
member territory. The national currency portion of the subscriptions of less 
developed members may be used by the IDA for the purchase of goods and 
services for development projects within the subscribing member’s country, 
and, with the agreement of the subscribing member, for projects in other coun- 
tries. The principle of self-help is therefore an essential feature of the IDA. 

American farm producers recognize the importance of the sale of agricultural 
commodities for foreign currencies under Public Law 480. The more effectively 
such foreign currencies are used, the greater will be the effectiveness of the 
Public Law 480 program, and the greater the benefit to the United States. In 
this connection the National Grange has urged that still greater use of such 
currencies be made directly for market development programs for the benefit 
of American agriculture. More broadly, however, we believe that the careful 
use of these currencies through an international institution for the promotion 
of economic development in many fields of endeavor will result in higher world 
trade and in higher consumption generally. The provision in the IDA articles 
which will permit the United States to make some of these currencies available 
as supplementary resources is consistent with the objectives of the Public Law 
480 program. IDA thus represents an additional outlet for such currencies as 
are allocated for economic development purposes. The use by IDA of a portion 
of these currencies will help conserve its hard-currency resources which is, of 
course, of direct importance to the United States as well as to other member 
countries. 

The IDA, through its ability to make its resources available on flexible terms, 
will be able to work with countries in especially critical financial positions 
which have heretofore been able to obtain little, if any, international financing. 
In addition, IDA will be enabled to provide an important margin of assistance 
to its members whose foreign indebtedness weighs especially heavy, or who 
need special assistance for development projects which might not themselves 
quickly yield monetary returns, but which provide opportunities for important 
productive enterprises. Its close affiliation with the International Bank pro- 
vides adequate assurance that the resources of IDA will complement those of 
the International Bank. This affiliation will also permit the two institutions 
to undertake joint operations. 
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We believe the IDA will be an effective new institution which will meet needs 
of the most pressing character in the less developed areas. IDA is imaginative 
in concept, and is well suited to demonstrate the confidence of the economically 
stronger nations of the free world in the capabilities of the weaker nations and 
to demonstrate our continued sympathy with and support for their aspirations. 
The objectives and purposes of the IDA are fully consistent with our own for- 
eign economic policies. These policies are and must always be founded on the 
conviction that individual initiative within a framework of free institutions will 
best serve society. The IDA will provide greater opportunities to less developed 
areas for economic advancement based on these principles. U.S. leadership in 
the IDA will further emphasize our awareness of their needs. 

For these and other reasons, the Grange urges you and the members of your 
committee to recommend to the Congress that it approve the idea of the Inter- 
national Development Association along the lines spelled out in S. 3074. 

Respectfully yours, 
HerscHEL D. Newsom, Master- 


NATIONAL COUNCIL OF THE 
CHURCHES OF CHRIST IN THE U.S.A. 
New York, N.Y., March 23, 1960. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Forcign Relations, 
U.S. Senate, Washington, D.C. 

GENTLEMEN : This is to request that the statement herewith on behalf of the 
National Council of Churches be made a part of the record of your current hear- 
ings on the proposal for an International Development Association (S. 3074). 

We shall appreciate your consideration of this request and, if possible, your 
acceptance of the request and the statement. 

Sincerely yours, 
KennetuH L. MAxwet., Executive Director. 


STATEMENT SUBMITTED IN BEHALF OF THE NATIONAL COUNCIL OF CHURCHES OF 
CHRIST IN THE U.S.A. By KENNETH L. MAXWELL, EXECUTIVE DIRECTOR 


This statement has been authorized by the responsible officers of the National 
Council of Churehes and is based upon the official policies and practices of the 
council. 

In presenting statements to Government agencies, the National Council of 
Churches never presumes to speak for each of the 33 constituent denominations 
nor for each of their more than 38 million members. We do present official posi- 
tions adopted by the general board or the general assembly, which are its policy- 
making bodies. These positions are arrived at through careful study and delib- 
eration by the official representatives of the constituent denominations. 

The National Council of Churches does not seek to express its approval or 
disapproval of specific congressional bills as such. It presents the principles ex- 
pressed in its official statements of policy which are most relevant to specific 
proposals. 

The position of the National Council of Churches on issues involved in the 
proposal for the International Development Association are as follows: 

“As Christians we feel compelled to give our special support to the further 
development of foreign economic policies of the United States which will reflect 
our interest in man’s welfare in other countries, as well as our own. We be- 
lieve that constructive policies of international aid and trade are essential to the 
creation of conditions of peace with justice and freedom. 

“The natural wealth of the world and the capacity to transform raw materials 
into desirable goods are not evenly distributed among nations. Our own coun- 
try is richly endowed and highly developed. Some countries may be able to 
produce many commodities efficiently but have shortages in other essentials. 
Still other lands have such a low level of production that most of their citizens 
live in poverty, disease, and illiteracy. These nations are all in our world and 
their people are all in God’s concern. As Christians, we cannot help but be dis- 
tressed by human misery and misfortune wherever it may be, and seek appro- 
pee ways by private and public means to promote the welfare of our fel- 
ow men. 
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“We recognize that trade alone will not enable underdeveloped countries to 
realize their potentialities for economic growth and social progress including 
freedom. Both private and public aid, in the form of technical cooperation and 
capital, is indispensable. Assistance on long-time capital loans on favorable 
terms and capital grants, on a more limited basis, will be needed over a longer 
period of time to enable such areas to establish their own economies and their 
place in the world market. Greater use should be made of international agencies, 
such as the United Nations and regional organizations. Technical and economic 
aid, while related to other parts of foreign policy, should not be primarily for 
political and military considerations, but for the purpose of helping people to 
meet economic and social needs and opportunities.” 

The quotations above are excerpts from “International Aid and Trade,” a 
statement of policy adopted by the General Assembly of the National Council 
of the Churches of Christ in the U.S.A., December 1-6, 1957. That was the 
last meeting of our general assembly, which meets triennially. Subsequent 
votes of the general board and authorized activities of our department of inter- 
national affairs in both education and action have carried forward this general 
position. 

At the present time, our cooperating churches are conducting a Nationwide 
Program of Education and Action for Peace across the 50 States of our land, 
under the aegis of our department of international affairs, and one of the major 
emphases is on world economic development, dealing with the specifics of mutual 
aid and trade. There has been much discussion in this program of the proposal 
for the International Development Association and firsthand observers report 
that the reaction has been universally favorable to such an undertaking after 
the matter has been clearly presented and fully discussed. It is our conviction 
that through and following this program there will be increasing support among 
the people of our churches for improved, expanded programs for world economic 
development, including various kinds of constructive mutual aid and trade. 

We trust that this statement of official positions, of some of our educational 
work in this field, and of firsthand observations among our constituency across 
the United States will be of value to your committee in its important delibera- 
tions and action on the proposed International Development Association. 


UNITED CHURCH WOMEN, 
NATIONAL COUNCIL OF THE 
CHURCHES OF CHRIST IN THE U.S.A., 
New York, N.Y., March 22, 1960. 
Hon. J. W. FULBRIGHT, 
Senate Office Building, Washington, D.C. 


My DEAR SENATOR FULBRIGHT: In view of the fact that S. 3074, providing 
for U.S. participation in the International Development Association, is being con- 
sidered by the Senate Foreign Relations Committee, I would like to bring to 
your attention a resolution which was adopted recently by the administrative 
committee of the United Church Women. 

United Church Women, a general department of the National Council of the 
Churches of Christ in the U.S.A. has 2,300 local and State councils made up of 
women representing the 33 affiliated denominations. 

The Christian World Relations Advisory Committee, after study of the pro- 
posed International Development Association, recommended support for U.S. 
participation. The administrative committee, made up of our national leaders, 
at their meeting on February 3, 1960, adopted the following resolution. 

“Remembering that United Church Women has repeatedly endorsed programs 
aimed toward economic development ; 

“Noting the new emphasis on cooperative responsibility among the industrial- 
ized countries in carrying forward new programs to promote economic develop- 
ment : 

“The administrative committee endorses the ratification by the Senate of the 
International Development Association as part of this new planning— 

“Takes note of this changing emphasis to a long-term attack on poverty 
through assistance to promote economic growth in the low-income areas 
of the non-Communist world ; 

“And urges local councils to help create the public opinion to shift from 
an attitude of philanthropy to one of sharing and widespread understand- 
ing of the need for greatly increased assistance in cooperation with other 
countries to meet human need in the developing areas of the world.” 
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United Church Women, over a period of years, has studied the problems of the 
less developed areas, has published a pamphlet and a leaflet on this subject, 
and has made available through the pages of its monthly magazine many articles 
on related questions. An article on the International Development Associa- 
tion appears in the magazine which is now in the hands of 35,000 local chair- 
men and officers. 

The above resolution is in line with action which has been taken by United 
Church Women consistently in support of measures to promote economic growth. 

I believe that the resolution adopted by the Administrative Committee of 
United Church Women fairly interprets the informed opinion of women in the 
churches affiliated with the local councils in every State. It is hoped that sup- 
port for U.S, participation in the International Development Association will 
be forthcoming by the Senate Foreign Relations Committee. 

_ Thanking you for the consideration of the position expressed in the resolu- 
tion adopted by the Administrative Committee of the United Church Women, I am 
Sincerely yours, 
s EstHER W. HyMer, 
Director, Christian World Relations. 


THE UNITED CHRISTIAN Missionary SOCIETY, 
Indianapolis, Ind., March 21, 1960. 
Hon. J. WILLIAM FULBRIGHT, 
Senate Foreign Relations Committee, 
Senate Office Building, Washington, D.C. 

Dear Mr. FuLsricgHt: I understand that your committee is presently con- 
sidering legislation which would permit U.S. participation in the International 
Development Association. The principles upon which IDA is promulgated have 
frequently been endorsed by the International Convention of Christian Churches 
(Disciples of Christ). Therefore, we write to support in principle an organiza- 
tion such as IDA. 

IDA would do several things in the field of international economic develop- 
ment that seem to us desirable. First of all, it provides long-term, low-interest 
loans to the underdeveloped areas of the world. Secondly, the multilateral 
nature of the program appeals to us. The participation of all of the countries 
associated with the World Bank in IDA will make it possible to give badly 
needed assistance without some of the cold war complications that are inherent 
in bilateral foreign aid program. 

In 1954 our International Convention meeting in Miami passed a resolution 
containing the following statements on world economic development : 

“1, We recommend to the U.S. Government that it maintain and strengthen 
the original idea of technical assistance carried out apart from defense measures 
and department and that such a program be conceived as a long-term effort 
rather than as an emergency measure. 

“2. We strongly favor the multilateral technical assistance program of the 
United Nations and urge our Government to provide it with increasingly financial 
support.” 

Sar convention meeting in St. Louis in 1958 said on the subject of world 
economic development : 


“WORLD ECONOMIC DEVELOPMENT 


“The economic development of underprivileged areas is one of the ways in 
which poverty may be lessened in the world. Technical assistance programs 
which aid in lifting levels of technological skill may be of real help in improving 
the life of the people of the underdeveloped areas. Capital funds in the form of 
grants or loans are often needed to realize the greatest benefit from economic 
development programs. In many instances multilateral programs of economic 
assistance are to be preferred over bilateral arrangements. There is certainly 
no general rule at this point, however. Two things seem certain—that economic 
assistance programs should be separated from military aid and development 
programs; and that assistance should be granted with only such stipulations 
attached as are designed to see to it that assistance reaches people who are 
actually in need, rather than political fortune hunters. The use of such economic 
programs as diplomatic weapons is to be deplored.” 





122 INTERNATIONAL DEVELOPMENT ASSOCIATION 


In closing we would like to urge your most serious consideration of U.S. par- 
ticipation in the International Development Association. 
Cordially, 


Ropert A. FANGMEIER, 
National Director, Christian Citizenship. 
The Cuatrman. I would announce to the committee that tomorrow 
morning at 10 o’clock in this room the Secretary of State will be heard 
on the mutual security program. 
The committee is adjourned. 
(Whereupon, at 1 p.m., the hearing was adjourned.) 
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